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THE DEFECTIVE UNITED STATES RETAIL 
PRICE STRUCTURE 


_ C.C, BAYARD 
Carnegie Institute of Technology 


Early in 1943 the OPA issued a regulation which required the grading accord- 
ing to Federal government standards of quality of all canned fruits and vegetables 
beginning with the 1943 pack. Grapefruit juice was to be graded at once. 
Somewhat later a similar regulation was issued covering the rayon hosiery 
industry which the deputy administrator of the OPA described as having gone 
on a “runaway” ride with prices up and quality down. Although the OPA 
succeeded in throwing the spotlight on one of the defects of the American retail 
price structure, it ran headlong into a hornet’s nest. Producers and distributors 
mobilized their forces.'_ Several Congressmen took up the cudgels. Consumer 
protests were drowned out. The outcome was that for most practical purposes 
at the retail level the regulation for the quality grading of canned fruits and 
vegetables was withdrawn. Then grade labeling for the rayon hosiery industry 
was dropped. At a congressional hearing? on the subject witnesses for the 
packing and merchandising interests labeled the plan as impracticable and 
visionary. In other quarters it was described as “un-American.” Subsequently, 
ambiguously worded legislation* was passed which President Roosevelt inter- 
preted on signing as empowering the OPA to require quality grading when 
necessary for price control. 

The purpose of the OPA regulations was not to make any fundamental change 
in the distributive system of the country, as opponents claimed, but rather to 
make more effective the congressional directive to control the commodity price 
level. The OPA was aware that, although it could fix the price of an article, if 
the quality declined in the meantime the effect would be equivalent to a rise in 
price of the article. This is simply a hidden price rise brought about by the 
subtle and deceptive method of debasing quality. It was to control this method 
of circumventing price control that the OPA issued regulations requiring the 


1 An OPA regulation requiring the quality grading of meats was accepted by the industry 
without controversy. 
2U.S., 78th Congress, Ist Session (H.R.); Committee on Interstate and Foreign Com- 
merce, Special Subcommittee on Investigation of Restrictions of Brand Names and News- 
print, passim. 
3U.S., 78th Congress, Ist Session; Public Law 151, Section 5. 
1 
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quality grading of some of the more important items in the consumer budget. 
As any experienced businessman will concede, effective price control requires 
the fixing of a definite price for a certain quantity of an article of a specific quality. 

Among the more commendable long-run services performed by the OPA, 
which in retrospect will undoubtedly receive an appraisal quite different from 
much contemporary comment in Congress and the press, is the attention it 
drew to a major defect in the retail price structure. For the most part, accu- 
rate information regarding quality is lacking at the retail level. This informa- 
tion is not supplied by distributors, and ultimate buyers have neither the means 
nor the ability to determine it. Such a situation provides opportunities for 
producers and distributors to exploit the consumer. The present situation may 
be compared in some respects to that in investment banking prior to the estab- 
lishment of the Securities and Exchange Commission. 

Although the lack of knowledge concerning the quality of most goods in retail 
channels is the main defect in the American retail price structure, there are 
others. As will be shown, much pricing at retail is obscure. Furthermore, it 
is not always easy and it can be quite difficult to determine the actual quantity 
for which payment is asked. Lack of clarity, definiteness and certainty regard- 
ing quality, quantity, and price of the merchandise offered for sale in retail 
outlets is the basic defect in the American price system. It is to these three 
defects,‘ to methods of correction, and to the economic implications of the 
present situation that this paper is directed. 


4 There issome justification for taking the position that another defect should be included, 
covering forms of adulteration, misbranding, and misrepresentation that have to do with 
the composition of a product. It is well known that articles masquerade as products con- 
taining higher priced ingredients. In the past, at least, the common rabbit has seen service 
under far more noble names, and rayon has been sold as silk, cotton as linen, and cottonseed 
oil as olive oil. 

An obvious solution to this type of falsification of goods would be to establish standards 
of identity and confine the use of the terms to products embodying the characteristics in the 
standards. Information regarding some of the characteristics and qualities of products 
would then be provided. This would be useful in comparing commodities. Protection 
would be secured against some kinds of falsification. Some governmental agencies and 
trade associations have made progress in this direction. 

This method of attacking the problem has, however, its questionable features. The 
composition of commodities was of far more importance and concern several generations 
ago than at the present time, and with technological advancement, especially considering 
the rapid strides made during the present war, there are indications that it will become 
much less so in the future. Standards of composition, and of construction details as well, 
tend to bind industry, deaden incentive, and curb innovation. It may well be, and this is 
the crux of the argument, that under present and expected technology the problem is be- 
coming increasingly and primarily one of levels of performance or grades of desirability and 
usefulness rather than of composition. But the whole subject needs further investigation. 

At any rate, it is defensible to conclude that standards of identity are not needed and in 
fact may be undesirable for those products whose degree of desirability and usefulness can 
be measured. In those cases in which gradations of quality and usefulness are not subject 
to full measurement, standards of identity or composition are needed. Even though levels 
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Relatively little space will be devoted to quantity and pricing deficiencies at 
the retail level, for both of these problems are rather widely discussed and under- 
stood. The main defect in the retail price structure of this country is the 
absence of accurate and precise information on the quality, in the sense of good, 
better, and best, of articles offered for sale. As there are indications that quality 
standards are not generally understood, and as they have recently been the 
subject of controversy showing evidence of bias, prejudice, and some irration- 
ality, this paper is designed to investigate that subject more thoroughly than 
the defects that can be attributed to quantity measurement and pricing. 


I 


Article 1 Section 8 of the Constitution of the United States gives Congress 
the power to fix the standard of weights and measures. The fundamental units 
are in the Bureau of Standards in Washington. In fact, however, both the 
determination of the standards and their enforcement are largely left to the 
states and their subdivisions. Presumably, the problem of enforcement has 
appeared too great for the Federal government to undertake, although there 
has been some standardization and simplification by Congress and the National 
Bureau of Standards in an advisory capacity has also made some progress in 
that direction. For most practical purposes, however, a uniform system of 
weights and measures has been established. The difficulty arises in the uneven- 
ness of inspection and enforcement of the laws. The following statement sum- 
marizes the situation. ‘Some states have excellent laws while some have no 
general legislation; some have excellent enforcement while others have none; 
some provide fairly adequate funds for enforcement personnel and activities; 
others provide no funds at all. According to the judgment of one weights- 
and-measures official, only 12 states have effective weights-and-measures laws 
and enforcement; 12 other states have about 50 per cent of what they should 
have; another 12 have only a fraction of what is needed; while the remaining 
12 have practically nothing. Where there is no enforcement activity, it is 
estimated that approximately half of the weighing devices fail to meet reason- 
able standard requirements; as a result the buying public is losing money through 
short weights and short measures or the merchants are losing money by over- 
weights and over-measures.”> The foregoing statement should be interpreted 
in the light of the estimate that the typical American family of four loses $45 a 
year or about 85 cents a week due to short weighting and measuring practices.® 

The Federal Food, Drug, and Cosmetic Act of 1938 requires a statement of 





of quality can be measured, it would be desirable to have composition information supplied 
by sellers for those buyers at retail who want it. 

For a discussion of the economic effects of falsification of products, see C. L. Alsberg, 
“‘Eeonomic Aspects of Adulteration and Imitation,’’ Quarterly Journal of Economics, 46 
(1931), especially pp. 23-33. 

5 U.S. Council of National Defense, Advisory Commission to Council of National De- 
fense, Check Your Weights and Measures, 1941, p. 4. 
¢ Tbid., p. 1. 
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the quantity of the contents on the label of each package of food, drugs, and 
cosmetics in terms of weight, measure, or number of units. But quantity is 
often stated in a variety of ounces with awkward fractions, and retail outlets 
frequently price articles in combinations of two or more units. Numerous 
different size containers not multiples of some basic standardized unit compli- 
cate the task of figuring the savings, if any, on volume purchases. For the 
benefit of those who attempt to determine quantity visually, the law prohibits 
the use of containers for food, drugs, and cosmetics that are made, formed or 
filled in such a manner as to be misleading. This should do much to prevent 
deception due to containers that trick the eye. 

Intelligent buying requires a knowledge of how much is received. Unless 
quantity is known, price comparisons are impossible. Aside from the well 
known ‘‘thumb on the scales” trick, establishment and enforcement on a national 
basis of a complete and uniform system of weights and measures would go far 
towards removing the uncertainty about the quantity factor in the price system. 
In addition, simplification of containers, the elimination of superfluous sizes, 
and the requirement that the remaining few sizes be easy multiples of some 
basic unit would do much to facilitate the calculation of price per unit and, 
thereby, intelligent shopping. 

With a defective system of weights and measures, consumer desire is imper- 
fectly transmitted to producers. This leads to a misallocation of the productive 
resources of the country. Easy and ready determination of quantity facilitates 
price comparisons and stimulates the desired production. Intentional short 
weighting is, of course, fraudulent. From an economic standpoint it is a method 
of unfair competition. Inadequate standardization and a multiplicity of con- 
tainers of odd sizes tend to increase manufacturing and marketing costs. Volume 
output is smaller than it would otherwise be. Inventories are larger and stock- 
turn slower. Handling, transporting and storage of numerous different size 
containers together with increased possibility of damage in transit may well 
result in higher marketing costs. A rationalization of this segment of the 
economic system would result in savings and increased satisfaction for the 
consumer as well as lower productive and distributive costs to the community. 


II 


Current methods of pricing in retail outlets are not free from indictment. 
Prices are often quoted in odd amounts for two or more units that are measured 
in ounces and fractions that are not easy multiples of some standardized unit. 
To illustrate: two 103 ounce cans are priced at 29 cents while three 12} ounce 
cans are quoted at 49 cents. It would require skill in mental arithmetic beyond 
the typical consumer to determine in any reasonable length of time the price 
per unit of measure. Intelligent, comparative shopping is not facilitated by 
this obscure method of pricing. Many prices include services, such as delivery, 
guarantees, premiums, servicing and installation, which may or may not be 
desired or utilized. Once again, price comparison is handicapped. In the case 
of tied goods, or goods sold in combination, it is impossible to determine the 
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DEFECTIVE UNITED STATES RETAIL PRICE STRUCTURE 5 


actual price of any one of the tied commodities. Under such conditions price 
competition is impaired, consumers are unable to communicate clearly their 
desires to producers, and a distortion of the productive facilities of the country 
results. 


Itt 


For the most part the quality of the articles offered for sale in retail stores 
is a mystery. The situation is comparable to the monetary system in the 
United States during the “wildcat” banking era a hundred years ago when the 
note issues of numerous state banks made up the bulk of the means of payment 
of the country. During that period the dollar bill of some banks might be 
worth a full dollar in gold while the dollar bill of other banks might show depre- 
ciation ranging up to 75 per cent or more. At least the public had some protec- 
tion in that booklets were available that gave the value of the various notes. 
By and large the buyer at retail today has no such protection. A surprising 
lack of knowledge of quality has been shown by experienced store personnel. 
Consumers have neither the time, means, nor ability to determine quality.7 
Yet price has little meaning apart from quality. Intelligent buying is impossible 
without accurate information on the quality of the merchandise under considera- 
tion. An intelligent balancing of choices is out of the question. In spite of 
this situation, few goods at the retail level are graded and labeled according to 
standards of quality. Yet, if the hypothetical question were posed, few if 
anyone would take the position that the consumer is not entitled to know the 
quality of the merchandise he is buying. It is the absence of quality standards 
with merchandise graded accordingly that is the major gap in the retail price 
structure of this country. 

Without a knowledge of quality, as well as of quantity, comparative shopping 
is vague at best. Of two cans of corn both priced the same, one may be of the 
highest quality while the other may be a grade or more lower, yet under the 
present American system of distribution at retail the buyer has no method of 
knowing which is the better buy. The situation can be illustrated by posing 
several pertinent questions. Are there really bargains at the numerous “marked 
down” sales? There can be no accurate answer unless one knows the exact 
quality and quantity as well as the price of the article that is supposedly reduced 
and this information is seldom available. Are chain department store prices 
generally or for specific articles lower than those of a comparable old-line, single- ° 
unit department store? Many answers to these questions are given but with 
varying degrees of certainty. There is only one way of answering questions of 


7In an experiment nine brands of sheets were scientifically tested for quality. The 
sheets were then classified according to quality by a group of typical consumers and a group 
of experienced sales people. The evaluation of the groups differed markedly with each 
other and with the laboratory findings. Consumers gave fourth place to the highest 
quality, first place to the fifth quality, and third place to the seventh quality. Thesales 
people tied the first and fourth qualities for fifth place. Rosamond C. Cook, What Price 
Sheeting? (pamphlet). 
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this type and that is by a comparison of the price, quantity, and quality of 
each article. In most instances this is impossible because of the ignorance of 
quality on the part of the buyer and the retailer’s reluctance to give specific 
and comprehensible information. 

Consumers enter retail markets at a distinct disadvantage. Shopping tends 
increasingly to be of a hurried, odd-moment nature by an untrained group of 
people. Yet shoppers are confronted with products that are complex, intricate, 
and technical. An increasing number of commodities are packaged and sealed 
and not open to inspection. The most obvious characteristics of an article may 
be the least important to the buyer, while some of the most important qualities 
are the least readily recognized. Much of the ingenuity of the laboratory is 
devoted to making things look better than they really are. There is a constant 
flow of new products and new varieties of old products coming on the market 
for which no precedent in use exists. The ultimate consumer, neither possess- 
ing the ability nor receiving the offer of expert assistance, is faced with the 
problem of judging the quality of this array of goods. 

When most goods were of simple construction and were made in the home, 
ability to judge quality by the lay technique of feel, taste, smell, and sight was 
probably widespread. But when manufacture was moved from the home to 
the factory and became complex and intricate, this ability was lost and the 
traditional techniques became amateurish. In the absence of standards and 
quality grades industry buys on specification or by sample and sets up testing 
laboratories in order to receive assurance on the quality of its purchases. Mer- 
chants employ expert buyers who specialize in a few articles. Consumers have 
neither the time, ability, nor resources to undertake the steps that are required 
to determine the actual quality of their purchases. Price is frequently used as 
an index of quality by consumers, but it has been demonstrated that this is a 
most untrustworthy guide.’ The buyer at retail with his limited ability and 
resources is helpless when confronted with the magnitude of the problem of 
determining the quality of the articles he buys. Buying has become a job for 
specialists and experts, not for amateurs in occasional odd moments. 

The net result of this situation is a feeling of hesitation, skepticism bordering 
on distrust, and a waste of time in arriving at a decision to buy. Subsequently, 
dissatisfaction and disappointment may arise because the articles do not meet 
the expectations of the time of purchase. Money may have been inadvisedly 


8 Forty-seven cans of branded peas grouped in four price classes were graded in terms of 
Federal quality standards. The highest price group contained none of ‘‘A’”’ quality and 
there were more of grade ‘‘C’’ than grade ‘‘B’’. In the next lower price range more of grade 
“C”’ than grade ‘‘B”’ were found. The next price range contained the only ‘‘A”’ quality 
found among the 47 cans and there were more of ‘“‘B”’ than of ‘‘C” and Sub-standard 
quality. In the lowest price class were one “‘B’”’ and almost as many of “‘C’’ as of Sub- 
standard quality. Consumers Guide, July 9, 1934, p. 6. 

In the test referred to in footnote 7 the sheet that was highest in quality was fourth 
highest in price, while the seventh in quality was second in price. Two sheets of different 
brands were of almost identical quality, yet the price of one was more than twice as much 
as the other. 
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DEFECTIVE UNITED STATES RETAIL PRICE STRUCTURE 7 


spent or even wasted. If accurate information on quality in terms understand- 
able to the layman were obtainable, there would be increased satisfaction and 
a saving of time, energy, and money. The cause of the difficulty is the absence 
of information on quality in retail channels. The remedy is the removal of the 
deficiency. There are obstacies and limitations, both technical and psycho- 
logical; nevertheless, much can be done to correct the defect. 

Contrary to what one might expect this indictment leveled at the American 
retail price structure is not nearly as significant in the simple, economically 
undeveloped countries as in the industrialized areas with high standards of liv- 
ing. Inthe more primitive countries the standard of living tends to be low and 
goods are few and simple. Many if not most goods are produced in the home and 
by simple means, and familiarity with materials and their quality is widespread. 
Marketing takes on a holiday aspect to which much time is devoted. By con- 
trast, in the more developed countries with higher standards of living, manu- 
facture is more complex, goods are more abundant and varied, and there is a 
stream of new products and old ones undergoing change. At the same time, 
odd-moment, hurried shopping together with the high degree of specialization 
found in economically advanced countries means that people spend less time 
shopping and are less familiar with materials. To cap the situation, much 
effort is devoted to disguising merchandise of inferior quality. 

This indictment of the American price structure applies largely to the retail 
level. In large wholesale markets goods are graded according to quality. 
Many of the standards used are those developed by the Federal government. 
Quality and quantity are definite and price is clear and exact. Large volume 
trade could not be conducted otherwise. Deals involving millions of dollars 
are consummated sight unseen in the Chicago wheat pit because price, quality, 
and quantity are precise and exact. Wholesale markets of any size are charac- 
terized by precision in respect to the terms of the trade. Buyers know the 
exact price, quantity, and quality of the products they buy. This applies not 
only to agricultural produce, for a great many industrial products are made 
according to quality standards and are grade labeled. Where standardization 
has not yet developed industry buys on specification and by sample and utilizes 
expensive laboratories for testing purposes. 

Canada has gone much farther than any other country in correcting this 
basic defect in the price structure. Yet the Canadian system covers only a 
portion of the goods bought at retail. Since 1918 Canada has required that 
all canned fruits and vegetables entering interprovincial trade be graded accord- 
ing to Dominion government standards of quality. Four grades have been 
established: Fancy, Choice, Standard, and Sub-standard Qualities. All cans of 
fruits and vegetables are labeled according to the proper quality classification. 
Government inspectors, who also enforce the sanitary laws, pay surprise visits 
to the factories to test the grading of the pack. If the inspector disagrees 
with the grading of the management, a “held tag” is placed on the disputed 


® Dominion of Canada, Minister of Agriculture, The Meat and Canned Foods Act (R.S.C. 
Chap. 71) and Regulations respecting Fruits and Vegetables. Ottawa, Canada, 1940. 
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pack until the question of the correct grade is settled. So far all differences 
have been settled amicably without recourse to the courts. The cost of enforc- 
ing the act is borne by the Canadian government. Containers for the packing 
industry have been standardized and simplified. The net result is that indeter- 
minateness regarding quality has been eliminated from an important sector of 
the consumers’ goods market. 


IV 


What are quality standards? Quality standards may be compared to the 
academic marking system, although without its defects. They are devices or 
yardsticks for measuring gradations in the quality of goods. The function of 
the standards is to aid in describing or identifying a product. In so far as they 
are government-determined and enforced and in so far as they are expected to 
remain unchanged until adequate justification for revision arises, they are 
comparable to some of the fundamental units in the National Bureau of Stand- 
ards in Washington. 

In setting up standards for ultimate consumers’ goods the measurable quality 
factors that determine the desirability of the product to the users are deter- 


mined. The several factors are then weighed according to their relative impor- 


tance to buyers. Each characteristic is given a certain number of points in 
the total score. A minimum is determined below which the commodity is not 
acceptable. Between the minimum and the highest score one or more grades 
may be set up depending on the nature of the product. As already indicated, 
in Canada four grades were selected for canned fruits and vegetables. Toler- 
ance or range within a grade is sufficient so that users of the product are aware 
of the difference among the grades of the product. In the Canadian system 
tolerance permits packers to have two grades of the Choice and Standard quali- 
ties although such is not required by the government. This tolerance permits 
product differentiation with branding, advertising, and price differentials. 

A product is graded by referring it to the standard or model product. Although 
this may sound rather formidable, it soon becomes a routine matter. Almost 
all agricultural products entering volume markets are already graded according 
to either government, commercial, or trade standards of quality but the quality 
ratings are not, except in a few instances, carried through to the retail level. 
For an economical and uniform system of quality grading the standards must 
be fixed and enforced by the national government. Trade standards can have 
the disadvantage of a limited coverage and they raise the enforcement problem. 
Standards of quality that are established by the states, which exist to a small 
degree, can lack geographical uniformity and easily result in impairing the 
economies of volume production. They may act as barriers to interstate trade. 
National government standards do raise the administrative problem of enforce- 
ment, but corruption may arise in any line of activity and this possibility does 
not of itself condemn the major proposal. Once the standards of quality are 
determined they may be expected to last for some time, but there is nothing 
immutable about them. In fact, with scientific and technical development a 
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periodic revision of the standards would be a normal and desirable expectation. 
At any rate, with the institution of quality standards at the retail level, buyers 
would have the facts and meaning would be given to quoted prices. 

Quality grading is not feasible for all commodities, at least at the present time. 
Where the cost is high and the results of the test vary with the inspector, grading 
is obviously impracticable. Feel, taste, and smell would appear to be immeasur- 
able. Yet butter, which includes taste in the scoring, is satisfactorily graded. 
Although style is immeasurable, there are some indications that consumers 
would be interested in knowing the quality of the material in high style gouds. 
Nevertheless, where consumer evaluation is subjective rather than objective, 
obstacles of great difficulty are imposed considering the present state of our 
knowledge. Inadequate information regarding some commodities makes it 
impossible to set standards. It may well be that for some commodities con- 
sumer preferences are not standardized or well defined, least of all on a national 
basis. This introduces an obstacle to establishing national standards. There 
are technical problems of measurement even when what constitutes quality is 
known. Grading is of limited effectiveness for perishable products that change 
in a few hours. Of course, the main obstacle to the introduction of quality 
grading even on a limited scale has been the opposition of organized manufac- 
turers and distributors to telling the buying public what is already known 
about the quality of the goods they offer for sale. In spite of these limitations 
and hindrances, quality grading is feasible for some commodities. Canada has 
demonstrated the practicability of grading canned fruits and vegetables at the 
retail level. They are already graded in wholesale channels in the United 
States. Experts consider that it is now possible and feasible to grade some 
textiles. There are other commodities, such as some automobile accessories 
and many household supplies, that might well be included in the list. 


Vv 


Standards of quality for the more important commodities sold in large organ- 
ized markets have a long history. Scientific, official quality grading began in 
the United States during the first World War when what is now the Agricultural 
Marketing Service of the United States Department of Agriculture’ developed 
standards in response to a demand by financial interests to now the quality of 
the agricultural produce that served as collateral for loans. Since then this Bu- 
reau has developed standards of quality for nearly all important agricultural com- 
modities produced in the country. These Federal standards of quality are widely 
and increasingly used throughout wholesale channels and are showing a tendency 
to supplant the more loosely defined, less well enforced trade standards of 
quality. Efficiently conducted volume trade is impossible without specifically 
defined and rigidly enforced standards of quality. 

It is only at the retail level that grading is not widely used. It is here that 


10 In a recent reorganization this Service became the Processed Products Standardization 
and Inspection Division, Food Distribution Administration, War Food Administration, 
U.S. Dept. of Agriculture. 
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manufacturers and distributors are opposed to disclosing the quality of the 
goods they offer for sale. Because Americans tend to “live out of a can” and 
because the Agricultural Marketing Service has developed standards for most 
canned fruits and vegetables, interest in quality grading tends to center around 
this industry. Present Federal law permits the establishment of minimum 
standards of quality for most canned food products entering interstate com- 
merce and requires the labeling of goods falling below this minimum. Thus the 
United States already has two grades of quality for most canned fruits and 
vegetables. The Agricultural Marketing Service has, however, gone further 
and developed a more complete system of quality grading for these commodi- 
ties. With some variation depending on the product the quality grades are as 
follows: “A” (Fancy); ‘“B” (Extra Standard or Choice); ‘“C” (Standard); and 
Below U. 8S. Standard or Sub-standard. These are the quality grades that 
the OPA attempted to use for price control purposes. These grades are some- 
times criticized on the ground of giving too much weight to the producer’s 
viewpoint as compared to that of the ultimate consumer. But they are cer- 
tainly better than no standards at all and if the indictment can be substantiated 
the standards can be revised. 

Quality grading is not entirely absent in American retail markets. Canned 
food often bears a word denoting quality according to some trade system of 
grading. But as these grades have proved to be unreliable, this grading should 
be excluded from the count." Milk is rated in many communities according 
to some government system of grading. There are also cases such as that of 
Seattle, Washington, where all beef, mutton, and lamb sold on local markets 
must be graded and stamped according to United States government standards 
by Federal meat graders. The most ambitious program of disclosing quality 
to the buying public is operated by the large chain grocery stores. Most of 
these large organizations, including the Great Atlantic & Pacific Tea Co. and 
the Kroger Grocery and Baking Co., grade label according to Federal govern- 
ment standards of quality the canned fruits and vegetables sold in their stores. 
In addition, informatory labels which were developed in co-operation with the 
National Consumer-Retailer Council are used. 

The Federal standards are available for use by industry. It is illegal to 
misgrade a can so labeled. The Agricultural Marketing Service also offers a 
continuous inspection service which includes sanitary inspection as well as 
quality grading according to government standards. Products packed under 
continuous United States Inspection can be identified by the letters U. 8. before 
the grade symbols ‘‘A”’, “B”, and “C”. Although small in the aggregate, 
an increasing number of packers are using this service. The cost, which is very 
small at most, varies with the type of merchandise, the plant, and the volume 
under consideration. Assuming favorable conditions as to plant and volume, 
it is estimated that canned fruits and vegetables can be graded at a cost of 
about 0.002 cents per average size can. The cost of grading eggs is less than 


11 See footnote 13, below. 
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0.2 cents per dozen while the cost for meats runs around one-fiftieth of a cent: 
a pound. 


VI 


The American branding system is not of itself a satisfactory substitute for 
grading consumers’ goods according to official standards of quality. Brand 
names do not and cannot tell the quality of a product. They cannot be informa- 
tive. A word would have to be in common use in connection with a product 
to be informative. Such a word cannot be trademarked. The Federal Trade- 
Mark Act specifically forbids the registration of trademarks that consist of 
words or devices which describe the commodity or its qualities.” Brand names 
neither reveal the quality of the product under consideration nor do they make 
it possible to compare the quality of one brand with another. The American 
branding system, therefore, is of no assistance in determining quality with any 
degree of assurance. 

Branded merchandise may carry a word or phrase indicating quality in terms 
of some trade system of grading. But this is of questionable help to the buyer. 
These grades are not officially standardized and enforced. The system of 
grading and the terminology employed tend to vary with the product, and 
the result is a multiplicity of grade names and meanings for the same word. 
Moreover, they tend to consist of words of Hollywood proportions that are 
designed to appeal to the emotions rather than to the reason. Grade descrip- 
tions of Jumbo and Colossal for asparagus cannot be said to be helpful. Neither 
is it conducive to intelligent shopping to designate third quality mirrors as 
Grade Number 1 and sixth quality silverware as A-1. Brands tend to vary 
in quality at any time, over a period of time, and among geographical areas. 
Sufficient doubt has been cast on the consistency of the quality of branded 
merchandise to question the advisability of relying on a brand name as an 
assurance of quality. Under such conditions one can easily appreciate one 
reason for the opposition to quality grading by certain manufacturers and 
distributors.“ From the consumers’ point of view, brand buying is a trial-and- 
error method. It is a method which can be costly depending on the price of 
the article, the frequence of purchase, and its durability. 


122U.S. Statutes at Large, vol. 37, p. 649. 

13 One experiment showed that of six cans of vegetables marked Fancy, four graded B 
and two C according to Federal government quality standards. Another test showed that 
cans of vegetables marked First-Class, Best and other words implying first quality graded 
from B to below C in terms of Federal standards. Consumers Guide, July 9, 1934, p. 6. 

14 Four cans of one brand of vegetables graded A, B, B, C each, and three cans of another 
brand graded B, B, C in terms of Federal standards of quality. Consumers Guide, July 9, 
1934, p. 6. 

15 “Tf the canners oppose that (grade labeling) they should not bleme the consuming 
public for saying that they do not want to be honest with their public. Unfortunately, they 
don’t want to be honest. This is a species of graft that is as old as the industry, and they 
don’t want to give it up.”’ From an editorial on grade labeling in The Canning Trade, 
June 4, 1934, p. 5. 
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There is at least this much to be said for brand names. They facilitate 
identification of a product for repeat purposes or for purchase on recommenda- 
tion. One hopes in these circumstances that quality will be kept uniform. 
It would seem that the owner of a brand name which represents a considerable 
promotional investment would make an effort to maintain uniformity of quality 
of the product if repeat sales are expected. A product can get a reputation 
as low grade or lacking in uniformity of quality as well as for consistently high 
quality. Assuming a system of quality grading, brand names have a definite 
and valuable function to perform. A brand may have qualities that are not 
included in the standard or qualities that are in some fixed proportion. These 
may be desired by some people. Brand names identify these products. As 
there is considerable tolerance or range within a grade, a product which is above 
the minimum of quality in a grade can be differentiated by brand name, pro- 
moted as such, and receive a price differential. In other words, brand names 
can be used to identify a high ‘“‘A’’, “B”, or ““C” under the Federal government 
system of quality grading. 

The purpose of branding is to differentiate a product from others in the same 
general class. Promotional activities from then on attempt to create consumer 
preference for the product. If the campaign is successful, not only will total 
sales increase but consumers will select this brand in preference to others within 
a certain price range. The size of this price range depends on how buyers 
react to the promotional appeal. The owner of this branded article has a 
product which is sought after and for which no acceptable substitute is avail- 
able within the price range. Buyers insist on this brand. The market position 
of the product has been strengthened. Because of the consumer preference 
which has been created there is less to fear from competitors. Competition 
has been reduced. As the only producer of this specific product, the owner of 
the brand occupies the preferred position of controlling the supply of an article 
that is in demand and for which no adequately satisfactory substitute is avail- 
able within a price range. 

Within limits the owner of this brand no longer has to meet competitive 
prices. Price competition has been reduced. The wider the price range in 
which consumers are unwilling to shift to another brand the greater is the 
opportunity to ignore the price list of a competitor. Within this range the 
seller can have his own price policy. Because of the consumer preference, a 
price differential can be secured. 

In technical language the demand curve for the commodity has changed in 
position and shape. Not only has it moved to the right but it has become less 
elastic within a certain price range. The product has been successfully differ- 
entiated and a price differential can be obtained. The company has achieved 
its goal, at least temporarily. Because of the reduction of competition a quasi- 
monopolistic position has been attained, the extent of which depends on how 
insistent customers are for this brand. If the promotional effort- results in an 
increased and steadier demand, unit costs may fall to the advantage of the 
community. Assuming that the price power is not abused and that some of 
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the savings are passed on to the public in the form of lower prices, the consumer 
wil! gain. This assumes, of course, that the cost of getting and holding the 
volume does not offset the savings affected by the volume. The difficulty is 
that numerous owners of brands are pursuing the same policy. It has been 
estimated that in recent years there are as many as 10,000 different brands of 
flour and 4,500 brands of canned corn. Thus there is a constant tendency to 
impair or tear down a position tediously and expensively built up. In so far 
as consumers shift readily from brand to brand, no one brand is able to achieve 
the lower unit cost resulting from a steadier and increased volume. Output is 
not concentrated in the lowest-cost plants. Relatively inefficient plants con- 
tinue in operation. In this eventuality the promotional expense which is 
essential to one brand, if it is not to be forgotten, is incurred.with no benefit 
to the community. 


Vil 


The National Canners Association has expressed itself in opposition to quality 
grading at the retail level.“ But plausibility is not one of the outstanding 
features of the arguments advanced against standards of quality. As an alterna- 
tive, descriptive labeliag is recommended. The argument runs that while 
quality grading averages the desirable characteristics into a composite of quali- 
ties which may or may not agree with an individual consumer’s evaluation, 
descriptive labeling has the advantage of describing on the label each of the 
separate important characteristics of the contents of the can. By reading each 
label the buyer can select the can the contents of which meet his requirements. 
This is a method of purchasing by specifications. 

Experts in the field of home economics take the position that descriptive 
labeling is not a substitute for grade labeling but that both are needed. This 
view is endorsed by women’s organizations of national scope. The only justifi- 
cation for using informatory labeling without grade labeling is in those instances 
where standards of general acceptability cannot for some reason be established. 
Both are needed in all other cases. Many buyers, so the argument runs, do 
not have the time or do not want to take the time to read detailed labels on 
cans. This is fortunate for the grocer, for one can imagine the condition of 
his shelves after a dozen women had pawed through the cans to read the labels. 
The description of the significant factors for some products, such as textiles, 
can be quite technical and consumers are not specialists with the ability to 
interpret such descriptions. Then too, each term in the description would have 
to be governmentally standardized and enforced, for otherwise there would be 
such lack of uniformity in the use of words that they would be largely meaning- 
less. Quality grading is indispensable for intelligent, comparative shopping 
within a grade. It is, however, of limited usefulness for comparison of grades. 
It is here that informatory labeling enters for those who want to use it. Like- 


16 Not all canners are opposed. See editorials in The Canning Trade, vol. 65, No. 33, p. 
5, 6; and vol. 65, No. 36, p. 5. 
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wise, it performs a valuable service for those who have definite specifications 
they want to fill. 


Vill 


/ 

If the Canadian experience with quality grading can be used as a precedent,” 
reputable American businessmen would like quality grading of their products. 
Canadian businessmen in the trades concerned with canned fruits and vege- 
tables are substantially unanimous in approval. Packers find it easier and 
quicker to arrange bank loans collateralized by officially graded merchandise. 
Inventories are smaller. Ordering by grade largely eliminates costly selling 
by sample. Market analyses show consumer grade preference. The proper 
grade is sent to the right market thereby saving transportation costs. By way 
of illustration it has been found that Quebec takes the Standard grade while 
Ontario prefers the higher grades. The returned-goods problem is minimized. 
Contrary to expectations, fruits and vegetables are not packed at the minimum 
of quality in a grade. Neither are prices frozen at a dead level in a grade. 
Tolerance within a grade is sufficient for product differentiation and price 
differentials. Although not required by the government, two grades of Choice 
and Standard qualities are packed and higher prices are received for the better 
grades. Brands flourish as much as before the institution of grading. Busi- 
ness practices are on a higher plane. Some unfair trade practices are auto- 
matically eliminated. As sanitary inspection by the government is combined 
with quality grading, it is no longer possible for unethical competitors to spread 
malicious rumors regarding the condition of a rival’s plant and pack. Like- 
wise, it is no longer possible for a low grade product to invade the market of a 
higher quality producer by misrepresentation. Higher prices for the higher 
grades are assured. Undoubtedly quality grading would place the unethical 
fringe in the American industry at a disadvantage, but to the benefit of the 
honest majority. 

Contrary to the expectations of the American advertising agencies and the 
press, quality grading would not, judging from the Canadian experience, be 
detrimental to advertising. The volume of advertising of canned foods in 
Canada appears to have been unaffected by the introduction of quality stand- 
ards. Product differentiation, although now within a grade, goes on much as 
formerly. Brands have to be advertised to maintain or increase volume and 
obtain price differentials. Many businessmen who have adopted grade labeling 
of their products have stated that it enhances the good will of their brand names. 
Quality grading would furnish advertisers with a legitimate sales argument 
consisting of a comparison of the product in question with minimum official 
standards. Less effort would be devoted to devising questionable methods of 
manipulating consumers and more to socially desirable informative advertising. 


17U. S. National Recovery Administration, Consumers Advisory Board, A Report: 
Grade Labeling in Canada, December 1934; re-issued by Consumers’ Counsel Division, D. 
E. Montgomery, Director, Agricultural Adjustment Administration, Washington, D. C., 
June 1938. 
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The evidence points to the conclusion that the fears on the part of the adver- 
tising industry and the press are unwarranted. On the contrary, both have 
much to gain. 

Quality grading holds the possibility for the advertising industry of strength- 
ening its position with the American public. Advertising and sales promotion 
with its “waves of distorted facts and beguiling half-truths” has recently been 
described as “‘one of the most insidious maladies of the age’”’.1* One does some- 
times wonder what will happen when members of the industry meet their gods. 
The industry is aware of the situation, but an industry comprised of numerous 
relatively small scattered enterprises has great difficulty enforcing a code of 
ethics. Nevertheless, there is much to be said for the argument that it is better 
to clean one’s house than to antagonize the public to the point where the govern- 
ment steps in. The financial community has undoubtedly much wisdom to 
offer on this point. 

The Canadian retailer of canned fruits and vegetables has found it easier and 
cheaper to operate under a system of quality grades. It is easier to buy from 
the wholesaler and manufacturer by grade. Pricing is no longer on a hit-and- 
miss basis. With the accurate terminology of quality provided by the stand- 
ards fewer clerks are needed, for the consumer arrives at a decision more quickly. 
The vague comparisons between chain and independent outlets often heard in 
the United States have in one segment of Canadian retail trade been reduced 
to a certainty. There are indications that the precision in price comparison 
that is introduced by quality grading has been a significant factor in the survival 
of the independent retailer of the higher grade of canned goods in Canada. 

For the segment of consumers’ goods covered by quality grading, the Canadian 
buyer at retail has a distinct advantage over his neighbor tothe south. Although 
there are indications that the grading system is not utilized as fully as is to be 
desired,!® general over-all protection is secured. The facts are made available; 
information on quality is definite and accurate; containers have been stand- 
ardized and simplified; price, quality, and quantity, the three essential factors 
that give meaning to a price quotation, are disclosed; and a common tongue 
for describing the important characteristics of merchandise has been estab- 
lished. Time is saved and shopping facilitated by reducing to routine the 
number of minor decisions that have to be made. With the rapid development 
of self-service stores in the United States, quality grading would be of great 
assistance in making a selection, and with the depletion of experienced store 
personnel by the war, would ease the burden on inexperienced help and result 
in increased consumer satisfaction. Consumers would have a better chance of 
getting the most for their money and ration coupons in time of war scarcities. 
For a portion of consumers’ goods, war-time control of prices in Canada is 
greatly facilitated. Hidden price rises due to a decline in quality are for all 


18 J, B. Conant, ‘‘Wanted: American Radicals’, Atlantic Monthly, 171; (May 1948), 
p. 45. 

19 Grades for Canned Goods Protect Canadian Buyer, Industrial Standardization and 
Commercial Standards Monthly, 6, (June 1935) pp. 169-170. 
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practical purposes stopped at the source because the price controllers are pro- 
vided with essential tools with which to work. 

If we can generalize from the experience of Canada, which has been confined 
to canned fruits and vegetables, the ultimate consumer would receive definite 
benefits if quality grading were extended to other commodities. A missing link 
in the retail price structure would be supplied. The costly returned goods prob- 
lem, which is in part due to the lack of knowledge of quality, would be minimized, 
and friction between buyer and seller would be reduced. Consumer satisfaction 
would be increased and monetary savings effected. Fear of quality grading on 
the part of reputable manufacturers and distributors appears to be unwarranted. 
With standards properly set and with adequate provision for change with 
improved technique the economic system would not be stultified. 


Ix 


What are the economic implications in this matter? The absence of quality 
standards for commodities sold at the retail level in the United States is one 
more factor that operates to decrease price competition in an economic system 
that is already honeycombed with varying degrees of monopolistic practices. 
Without a knowledge of quality, price comparisons among the products of 
different manufacturers and among retail outlets are vague and unsatisfactory 
at best. This is particularly pertinent when the obvious and superficial charac- 
teristics of essentially the same goods differ according to the manufacturer and 
serve to cover the really significant factors. Price competition among goods 
and among retail outlets is reduced because an essential factor in the price 
equation is unknown. Accurate information on quality would remove one of 
the barriers to price competition, and price competition is one of the postulates 
for the successful operation of the American economic system. Price competi- 
tion would be enhanced and the competitive system strengthened if buyers at 
retail were able to make intelligent comparisons among goods and stores.- With 
certainty regarding quality, buyers would be attracted more by price considera- 
tions than by questionable claims of uniqueness. But those manufacturers and 
distributors who enjoy some element of monopoly due to the present confusing 
situation are, in spite of professions of faith in the “free enterprise,” ‘“competi- 
tive system,” reluctant to forego the benefits that accrue to them. 

Prevailing conditions permit a large element of unfair competition that 
makes its contribution to impairing the successful operation of the economic 
system. In the absence of quality standards the seller of inferior products has 
about as good an opportunity to achieve a public following as the seller of better 
grade merchandise. So-called sales, mark-downs, and auctions introduce an 
unstabilizing element which can include ethical sellers as well as consumers 
among the victims. In times of rising prices quality may be debased, quite 
without the buyer’s knowledge, in order to maintain a fixed price line but much 
to the disadvantage of the manufacturer and distributor who want to maintain 
quality. Lack of information on the quality of goods offered at retail intro- 
duces a disruptive element in the system by encouraging unfair trade practices. 
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Survival may necessitate adoption of the practices of the most unethical seller 
in the field. 

Successful, established businesses engage in expensive promotional activities 
to maintain and increase the market for their merchandise, while small concerns 
unable to finance large promotional campaigns have difficulty holding their 
own in the face of the expenditures of large members of the industry. Thus a 
financial barrier exists to competition by new and small companies. There is 
no easy entry to the trade by new concerns and small going concerns have 
difficulty maintaining their position. In such a manner large promotional 
expenses entrench and enhance a semi-monopolistic position already established 
for a product that has been successfully differentiated. The prime difficulty is 
that small and new companies are unable to undergo the cost of telling the 
public about the quality of their product, and the public has no way of deter- 
mining it. If merchandise were graded and labeled according to officially 
defined and enforced standards of quality, the buying public could then make 
accurate price comparisons between the products of small sellers and those 
highly promoted by large sellers. New and small companies would then have 
a better chance of entering, maintaining, and even increasing the market for 
their products. As it is yet to be proved that the largest producers have the 
lowest costs per unit of output, smaller companies might stand a better chance 
of successful competition with large rivals. Granted the desirability of the 
“free enterprise” system with competition on a price basis, quality grading 
contains the possibility, because of making intelligent price comparison possible, 
of reducing the monopolistic aspects of large, established companies by reduc- 
ing the financial barrier to the entry of new companies and the growth of small 
existing ones. 

There is, however, another side to the case. If governmentally established 
and enforced standards of quality were in use, comparison among rival products 
and sellers would be easier and competition in time would presumably be more 
on a price basis. Price competition provides an additional incentive to reduc- 
tion of costs and encourages invention and the adoption of new and more 
efficient methods. This is all to the good. But price competition would in 
time freeze out the higher-cost, less efficient producers and concentrate produc- 
tion in the lower-cost members of the industry. The high-cost companies are 
now in effect subsidized by the consuming public because of the lack of knowledge 
of quality. But it is possible that price competition among the remaining 
low-cost rivals might, in the attempt to spread a heavy overhead over a large 
volume, become so severe that they would resort to an agreement of a monop- 
olistic nature. Fairly satisfactory agreements are possible even if there are 
a relatively large number of producers in the industry. The public would then 
be confronted with another monopoly problem, and this country has yet to 
devise satisfactory methods of dealing with monopoly. 

For a country that has a high standard of living among its goals it is desirable 
that the economic system operate efficiently, witnout waste, and without con- 
sumer exploitation. Quality standards at the retail level have a contribution 
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to make towards achieving this goal. With them waste and inefficiency can 
be reduced. They contain the possibility of an appreciable reduction in pro- 
duction and distribution costs, by concentrating production in lower-cost units, 
eliminating the production and distribution of very low quality merchandise, 
and reducing inventories and increasing stock turn. This gives only an indi- 
cation of the resources now wasted in the productive and distributive process 
that could be freed for useful employment. 

Turning to the consumer, much waste can be found in this quarter. With- 
out a knowledge of quality, time and energy are dissipated in making a selection. 
In coming to a decision consumers are trying to solve the insoluble for one of 
the essential factors in the price equation is an unknown. Perplexity at the 
time of the sale can easily result in subsequent dissatisfaction over the purchase. 
With due consideration to price there is economic as well as monetary waste if 
the quality of a commodity is higher or lower than is needed for the specific 
function it is to perform. Money misspent reduces the standard of living, 
and data show that in normal times too large a percentage of the families of 
the United States have a substandard income. 

In time of war it can easily be not only a subtle method of violating OPA 
regulations but a misuse of materials, manpower, and productive capacity to 
produce very low grade products. There is evidence that this is not uncom- 
mon.” Rationing has been described as a method of bringing about an equal 
distribution of sacrifice in times of emergency. Winchell is reported to have 
described it as making sure that “everyone has bread before anyone has cake.” 
But on the assumption that higher quality commodities bring greater consumer 
satisfaction, sacrifice is not equally distributed as long as the higher income 
groups are able to buy better quality products at the same point values as 
lower grade commodities. Also the amount of real resources consumed, or the 
real cost, varies, generally speaking, with quality. A rationing program devel- 
oped in considerable detail would require that the point values of many commodi- 
ties vary with quality. For an equal distribution of sacrifice, point values 
should be worked out in terms of quality as well as quantity. Grade labeling 
would be indispensable for such a system of rationing. 

Adam Smith could not have visualized twentieth-century America when he 
said that it is so obvious that it would be absurd to attempt to prove that ‘“con- 
sumption is the sole end and purpose of production, and the interest of the 
producer ought to be attended to only in so far as may be necessary for promoting 
that of the consumer.” Nevertheless, the original proposition holds good; the 
sole end of the economic system is consumption. The system is supposed to 
operate for the benefit of consumers. Furthermore, the justification of the 
present American system is that it achieves the goal of maximizing consumer 
satisfaction better than possible alternative systems. The inability of the buyer 
at retail to determine quality and the reluctance of distributors to supply this 
information raises the question as to how far the system operates in the interests 
of the consumer. 


20 Industrial Standardization and Commercial Standards Monthly, 14, (July 1943) p. 207. 
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The consumer does guide the economic system, but the guidance is by neces- 
sity, as has already been pointed out, in the hands of amateurs. For all practical 
purposes a child is at the steering wheel. Each purchase is a vote which com- 
municates consumer wishes through distributors to producers. But as the 
consumer is inadequately informed on quality it is a vote in the dark. In so far 
as the consumer is unable to determine the quality of a commodity he can not 
make accurate comparisons among goods and among retail outlets. He has 
only a vague notion at best of what he is voting for. As the regulator of the 
allocation of the factors of production and the flow of scarce resources into and 
out of a field the consumer functions haltingly. And in turn producers and 
distributors necessarily fulfill imperfectly their function of catering to consumers. 
In order to perform creditably the function of regulating the economic system, 
accurate information on quality, quantity, and price must be available to the 
consumer. But there are varying degrees of obscurity in each of these three 
factors of the price equation. Until these defects are removed it will be im- 
possible for the consumer to play adequately his role of regulator of the economic 
system, and producers will fall short in performing their function of catering to 
consumer wants and desires. 








CERTAIN BASES OF POWER POLITICS 


B. U. RATCHFORD 
Duke University 

In 1787 James Madison observed that “the friend of popular governments 
never finds himself so much alarmed for their character and fate, as when he 
contemplates their propensity to [the] dangerous vice [of the formation of 
factions].”! Nearly ten years ago Mr. Justice (then Senator) Hugo Black 
warned that “contrary to tradition, against the public morals, and hostile to 
good government, the lobby has reached such a position of power that it threat- 
ens government itself.” 

After Pearl Harbor the lobbyists and the pressure groups which they repre- 
sented moved fast to make good the threat perceived by Mr. Justice Black. The 
year 1943 saw a steady rise in their political might and several vulgar displays 
of their power. By the end of the year they were riding rough-shod over the 
public interests. One competent and impartial observer used the words ‘‘ob- 
scene” and “scandalous” to describe the manner in which terrified Congressmen 
were forced to yield to their selfish and ruthless demands.” A number of na- 
tional leaders, including Speaker Rayburn, Mr. Justice Byrnes, and vice-chair- 
man Wilson of the WPB, uttered grave warnings of growing disunity. President 
Roosevelt, in January 1944, devoted the bulk of his annual report on the state 
of the nation to the problem. He denounced the “noisy minorities” and “the 
pests who swarm through the lobbies of Congress and the cocktail bars of Wash- 
ington, representing these special groups”’ and recommended a program designed 
to bring them under control.* 

These -growing factions present a grave threat to democratic government. 
Such an increase in their power in time of war bodes ill for the postwar period 
when their selfish demands, perhaps augmented by those of a greatly enlarged 
veterans’ lobby, will be unleashed in all their fury. The situation is especially 
disturbing because it bears a close resemblance to others which have been fore- 
runners of doom for the countries affected. The Spanish philosopher José 
Ortega Y Gasset ascribes the steady decline of Spain for the past three centuries 
to factionalism or ‘‘particularism”’ as he calls it.‘ Hitler was helped to power 
by minority groups who thought they could use him to attain their selfish ends. 
Factional strife prevented France from rearming before 1939 and left her help- 
less before the Hun in 1940. 

One recent author has ably and persuasively presented the theme that the 
growth of pressure groups, especially on the part of labor, was responsible for 
the breakdown of democracy throughout Europe. He states: 


The root of the breakdown of European democracy is its failure to integrate the social 
groups with their conflicting interests into a functioning industrial society. ...The 


1 The Federalist, No. X. 

2 Raymond Clapper in The Durham Morning Herald, November 11 and 18, 1943. 
3 The New York Times, Jan. 12, 1944, p. 12. 

4 Invertebrate Spain, New York, 1937, p. 35. 
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crisis of European democracy was a social crisis. It expressed the disintegration of a 
society which failed to solve its vital economic and social problems. ... this stalemate 
of conflicting social forces [is] I believe, the essence of democratic disintegration. 


* * * * * 


To continue the traditional pressure-group policy would mean endless conflicts out 


of which neither labor nor its counterpart can emerge as definite victors; with the pos- 
sible result that, driven to despair by continuous strikes, lock-outs, and perhaps a situa- 
tion approaching civil war, large parts of the population would clamor for the strong 
man who could hold down both labor and its enemies and restore social peace. 


* * * * * 


Nothing is more dangerous to democracy than a social stalemate, a paralysis of one 
regime without any hope for the rise of another.** 


Lobbyists and pressure groups are not new. Probably they are as old as 
democratic government. In most cases they are essentially economic phe- 
nomena since they are usually working for economic advantages and privileges. 
This paper is an attempt to point out some of the economic, political, and socio- 
logical factors which account for the present rise in the power of pressure groups 
and which hence tend toward political disunity. 

In passing, it should be noted that although President Roosevelt finally 
denounced the lobbyists and their special groups in strong terms, he was in 
large measure responsible for their growth and development. In the early 
months of the war and for several years before it began, certain groups, espe- 
cially labor, looked to the President for favors and exerted their influence upon 
him and his advisers. Presidential favors to those groups brought demands 
for special privileges from other groups. Soon the President was unable to 
comply with all of those demands without wrecking his stabilization program, 
and he began to resist. Thereupon all groups turned to Congress and, in alli- 
ance with the industrial and financial groups which had been in disfavor with 
the President all along, begari to work for special favors at the hands of Con- 
gress. Frequently this meant urging Congress to deny presidential requests, 
to take away powers already given to him, or to block executive action by any 
means at hand. Labor groups frequently felt strong enough to supplement 
this with direct action in the form of strikes and strike threats. 


It 


The first and perhaps the most important factor which favors the growth of 
factions is our highly specialized industrial system with its exchange and money 
economy. Mr. Average American Citizen today performs a small and specialized 
job in a minute segment of our economic system. He works with other spe- 
cialized employees who all together perform only a very small operation in our 
total program. They receive their income in the form of money and the amount 
of that money determines their well-being, their health, almost their very lives. 


4s Sturmthal, Adolf, The Tragedy of European Labor, New York, pp. vii, viii, 15. 
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That minute corner of the economic system is their world; their economic hori- 
zons are narrow and limited. Anything which increases the prosperity of that 
little world means more assurance of employment, more peace of mind, perhaps 
advancement and a larger income. Under such conditions it is not difficult for 
Mr. Average Citizen to believe that anything, whether it be the introduction 
of a technological invention or the gaining of a special privilege, which con- 
tributes to the welfare of his little world is sound public policy. In fact, he 
has often been told that by his superiors. The leaders of his industry naturally 
tell him that it is important to promote that industry in every possible way, 
and organized business has told him and the whole world that ‘What is Good 
for Business is Good for You!”’ The opinions and ideas which he reads in the 
newspapers and trade journals or hears over the radio are all of the same tone. 
How could he be expected to think differently? 

With increased specialization, interdependence, and government regulation, 
another important characteristic develops in the economic system. The pros- 
perity of a given industry or occupation depends more and more upon the ability 
of the leaders of that industry to influence human decisions, whether through 
high-pressure advertising and selling, or through political activities to affect 
tariffs, tax rates, government contracts, or price regulations. In many lines 
the gains to be realized from this kind of “‘promotion”’ or “selling” are far greater 
than any to be derived from advances in technology or production. This is 
particularly true in time of war, when government regulations are multiplied. 
For these reasons the sales manager, the advertising executive, and the lobbyist 
have become the symbols of the present era as past eras were symbolized by 
the saint, the soldier, the frontiersman, and the captain of industry. 

In a self-sufficient agricultural economy it would be clear even to the most 
stupid that no legislature could by fiat materially affect the real income of the 
group. That income would depend on the intelligence and energy of the people 
and the whims of Providence. As we get farther and farther away from that 
simple state and into a more complex economy, this general truth becomes less 
obvious and its perception requires more effort and more analysis. 

In brief, our highly specialized economy gives its workers a narrow economic 
outlook and tends to give them a distorted view as to what is sound public 
policy. It often gives greater rewards for successful jockeying, maneuvering, 
and shaping of human opinions than for economic production. If capable busi- 
ness leaders, far-sighted statesmen, and broad-minded citizens are to be devel- 
oped, as they must be if democracy is to survive, some educating influence must 
be found to offset the narrowing, deadening influence of specialized economic 
activity. 


Ii 


The task called for in the above analysis must be accomplished, if at all, by 
the system of training and educating our children. It should be recognized 
that the task is a most difficult teaching assignment for it requires stressing the 
importance of the general, the intangible, and the distant considerations as 
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against the specific, the concrete and the near. The masses do not easily grasp, 
and many are not interested in, the former. An overwhelming majority of 
them will take two or three dollars more per week in their pay envelopes in 
preference to a public policy which is “sound” according to some theory they 
do not understand. A teacher in a New York City vocational school has 
summed this up very aptly in a description of his students: 


Our youngster and prospective worker is a very practical individualist; anxious to be 
out in the world earning a living; very much interested in his immediate wants and needs; 
quite unaware of aims and goals of a more ultimate nature; quite insusceptible to the 
appeals of ideals and causes; extremely uninterested in abstract ideas; of a very limited 
and narrow imaginative range; quickly responsive to the lure of the mechanical gadget; 
enamored of the sensual and the sensational; lacking in respect and reverence for learning 
and knowledge per se; absolutely devoid of the more refined sense for the subtle and the 
beautiful. ....In so far as there is any moral training in the vocational schools it is 
all based on the money motive, the latter being used as the sole stimulus to any kind of 
group or social living.® 


Other competent observers have noted the same attitudes in our army. The 
soldiers “Jack conviction,” “every one seems ‘bucking’ for extra stripes or bars” 
and this attitude ‘seems to defeat the very spirit of teamwork all military 
authorities say is so desirable.” Finally, “our men are very muddled on the 
whole—muddled as to whom they are fighting against and even less clear on 
what they are fighting for.’ 

The agencies for educating and training the young are the home, the public 
schools, and, for a limited few, colleges and universities. Obviously not much 
help can be expected from the home in solving the present problem since chil- 
dren will generally absorb the economic views, attitudes, and standards of their 
parents. Further, with increased urbanization, the decline in the importance 
of the home, the growing influence of child psychologists, and the tendency of 
every family which is able (and many which are not able) to give their children 
all the “‘advantages,” the home is, as a rule, not even instilling into the children 
those basic principles and moral values upon which a sound education can 
later be built. 

We have spent much money on our public schools and are often inclined to 
be proud of them. Few, however, who have seen the products they turn out 
would contend that through them we are making any progress toward solving 
the problem under discussion if, indeed, we are holding our own. This is not 
the place to discuss reasons, but our high school graduates are not able to think 
clearly, deeply, and impartially on important economic and social questions. . 
Indeed, it is doubtful if their attitudes and opinions are significantly different 
from those held by persons with little, if any, education. They refuse, so far 
as possible, to face unpleasant facts; they believe there is always ‘“‘an easy way 
out,” at least for them, if only the right person can be persuaded to make the 


5 The New York Times, Feb. 29, 1944, p. 16. 
6 Ibid., Mar. 2, 1944, p. 4. 
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right decision. The testimony of public school teachers is almost universal 
that during the past two decades discipline and respect for authority have 
noticeably declined. While our complex problems call for more precise and 
thorough analysis our schools have not provided training in precision and 
thoroughness. One keen observer of educational trends has noted “the wide- 
spread manifestations of the spirit of unthoroughness, the sheer inability or 
unwillingness to go to the roots of things. Softness of which Americans are 
often accused is not a harsh enough term to describe this. We need that blunt 
and uncompromising Anglo-Saxon word—sloppiness.””” 

This analysis could be extended to our colleges, universities, and even to our 
graduate schools to show much the same trends there. There has been the 
strong demand for “practical”? courses, the predominance of athletics, social 
clubs, and extra-curricular activities to divert attention from the unpleasant 
facts of mental training, and the popularity of “snap” courses to allow time 
for the non-essentials. The same care is taken to preserve the students in a 
state of intellectual infancy. Their training is carefully broken up into small, 
highly specialized courses so that they will not have to come into contact with 
the bigger and more difficult problems which beset the economy. Seldom do 
they have the opportunity to consider what is and what is not sound public 
policy. The result has been the production of many careless, indifferent, irre- 
sponsible young people, intellectually childish with a superficial coating of 
blasé urbanity. 

Three other and less formal agencies contribute to informing and educating 
the masses. All three are concerned to a greater or less extent with entertain- 
ment. They are the newspapers, the radio, and motion pictures. Newspapers 
are the primary source of information and all three agencies wield powerful 
influences in shaping intellectual molds, attitudes, and moral values of the 
masses. Rarely do any of them make a contribution toward solving the present 
problem and on balance their influence is definitely and heavily in the direction 
of complacency, superficial thinking, and defense of special interests. This is 
especially true to the extent (often great) to which each agency depends upon 
entertainment. To hold their audiences they dare not tax limited mental 
capacities nor offend the most selfish and rapacious commercial interests. Their 
influence is vicious when the pleadings of special interests are presented as 
impartial analyses or when a complete analysis and solution of a complex prob- 
lem is given, wrapped up and delivered, in fifteen minutes of easy reading 
or listening. 

Newspapers and radio stations are subject to two other powerful factors which 
limit their ability to present a clear, general, and impartial analysis of develop- 
ments. They are the principal media through which special interests present 
their advertising, and both agencies depend heavily on revenues from that 
advertising. The second factor is that a newspaper or radio station may be 
located in a highly specialized area and those who operate it may be subject to 
the same influences as the specialized workers; community pride may induce 
them to champion local interests, right or wrong. These factors may influence 
the selection and presentation of news items as well as editorial policies. 


7 Wilson L. Fairbanks as quoted in The New York Times, May 9, 1943, Sec. 1, p. 42. 
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Two other and more general factors limit the ability of news agencies to 
educate their readers or listeners and give them a broad understanding of eco- 
nomic phenomena. The first is that the events, speeches, or statements which 
are “newsworthy” nearly always emphasize the contentions and interests of 
special groups. Usually they are culminations of long series of developments 
and are comparatively superficial and meaningless without the behind-the- 
scenes story. Further, the events or statements are usually arranged or “planted” 
so as to advance the interests of some special group with the public; reliable 
newsmen estimate that a majority of the ‘“news” which fills our papers arises 
from “handouts” and other prepared material designed to influence public 
thinking. The second factor is the fact that the ‘‘angle’” of events or speeches 
which is emphasized depends upon the training and the views of some reporter 
who may be trained in the technique of journalism but who is usually not pro- 
found in his analysis of social and economic problems and whose accuracy fre- 
quently suffers from the “sloppiness” mentioned above. The tendency of most 
newspapers to emphasize the sensational and human-interest aspects of all 
developments is, of course, proverbial. By the time a piece of news has been 
treated to fit the paper’s political views, the commercial interests of its adver- 
tisers, and the editor’s demands for sensationalism and popular appeal, it may 
not bear any close resemblance to the truth. 

The radio has done more than either of the other two agencies to destroy 
intellectual values and even to impair moral values. Since it is almost entirely 
dependent upon commercial advertising for its revenues it must be especially 
careful not to displease any of the special groups which pay the bills. The 
point of special significance is that the radio brings into the privacy of the home 
its shallow, maudlin serials and its cheap, loud and sensual music. Its blatant, 
vulgar, and extravagant advertising not only helps to sell many worthless and 
even harmful products but, perhaps more important, it debases and depreciates 
the intellectual medium of exchange and lowers moral and intellectual values. 
Over all broods a spirit of smug, complacent optimism. Since the child is 
exposed to all of this even before he can read, it is almost inevitable that his 
moral and intellectual value standards will be adversely affected. 

The import of the above paragraphs is that we do not have the means for 
properly training average citizens to meet their responsibilities in a democracy. 
Our failure to train and educate leaders is even more pronounced. As complexi- 
ties and problems increase, a democracy must, if it is to survive, produce leaders 
who can solve those problems. The leader must not only be able, broad- 
minded and public-spirited, but he must realize the special responsibilities of 
a leader in a democracy; that is, the duty to observe higher stand:rds of honesty, 
morality and industry than are imposed upon ordinary citizens. He must 
recognize that the first requirement of a true leader is that he shall not use his 
position as a means of gain to himself or to any special group. In brief, he 
must have a high standard of moral values and be able to discipline himself to 
attain that standard. We are failing to produce such men in the numbers 
required. 
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IV 


The process by which political leaders are chosen in this country is not one 
likely to place in Congress or in responsible executive positions an adequate 
number of men capable of dealing with economic problems. The principal 
requisites for political advancement are party regularity and the ability to be 
all things to all people. To cultivate the right people and to make the right 
connections is practically a full-time job. Further, the traits necessary for 
success in that field are almost the oprcsite of the traits needed by economic 
statesmen. The politician who champions the interests of special groups is 
talking a language which his constituents understand and which, in general, 
they approve. Once competition is reduced to this level the candidate who wins 
is the candidate who promises the most to the greatest number of pressure 
groups. And once the level of competition has been debased it is very difficult 
ever to raise it. Clapper has succinctly summed up the matter in these words: 


‘There is a Gresham’s Law in politics, too. Usually the courageous man who votes 
for the general interest of the country is often driven out by the demagogue who plays 
the game of special powerful groups. One such victim of this political Gresham’s Law, 
former Sen. Prentiss Brown, has just opened law offices here [Washington] this week.’® 


Another important fact is that a majority of our national political leaders 
arelawyers. Like teachers who have been taught almost exclusively ‘‘education,”’ 
these men have been taught techniques of the law; many of them do not know by 
training or experience the phenomena which the laws which they enact will con- 
trol. It is quite proper that any law-making or law-administering body should 
include a liberal number of legal technicians, but when the latter predominate the 
emphasis is likely to be upon form and procedure rather than upon substance. 
Further, the lawyer is engaged almost exclusively in mediating between people. 
His goal is nearly always to influence somebody to make a decision favorable to 
his side. He is accustomed to seeing questions decided in favor of the one 
who best presents his case and who develops the most persuasive arguments. 
This means that he is et home in a system in which all elements are trying to 
gain an advantage by influencing some person or group of persons and he accen- 
tuates that tendency. 

It is evident, too, that when the average lawyer-congressman is elected and 
dropped into the maelstrom of power politics which is Washington, he can have 
little if any expert knowledge of the many and complicated economic and social 
questions about which he must legislate. Furthermore, even if he had the 
ability, training, and inclination to gain such knowledge, he could hardly do so 
because of the demands upon his time. Logically, then, he or congressmen as 
‘a body should organize and maintain the necessary facilities to provide accurate, 
reliable, and impartial information and advice. Tis Congress has consistently 
refused todo. True, such information and advice are frequently available from 
executive departments but Congress shows a growing disinclination to rely upon 


8 The Durham Morning Herald, Dec. 9, 1943, p. 4. 
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them as the pressure groups increase in power and as the gulf between Congress 
and the Executive widens. Indeed, Congress tends more and more to prescribe 
in detail the policies to be followed by experts who are employed to perform 
technical and intricate jobs for the government. Being themselves without 
expert knowledge and without ready access to it from impartial sources, con- 
gressmen are unable properly to evaluate the technical details and problems 
which special interests present as arguments for or against the enactment of 
regulatory, tax, or tariff legislation. Since there is no one to present the other 
side or to place the matter in its proper perspective the congressman’s legal 
training tends to lead him to make a weak compromise or to drop the matter 
entirely. 

Another handicap of the lawyer as a legislator is that the law looks to the 
past. In Anglo-Saxon countries the law is so hedged about and restricted by 
constitutions, court decisions, precedents, and procedures that progress is neces- 
sarily slow in dealing with new and rapidly-developing situations. Add to this 
the fact that the men who make and administer the laws are usually well along 
in years, and it is easy to understand why there is nearly always a lag of thirty 
or forty years between the factual situation and the enactment of legislation 
to fit it. In the past that lag has been the happy hunting ground of the special 
interests and it has been one of the principal tasks of the lobbyists to see that 
it was not closed up. When, in certain respects, the New Deal moved decisively ° 
to reduce the lag the howls of protest were long and loud. 

In brief, our methods of selecting political leaders, the men selected, and 
their methods of operation do nothing to reduce, but rather accentuate, the 
trend toward government by and for special groups and interests. It might be 
argued that the situation will care for itself in that the different pressure groups 
will counterbalance and offset each other.® Occasionally that will be true but 
in a great majority of cases it will not for the reason that consumers, who must 
ultimately foot the bill for special privileges granted, are not represented in the 
game of power politics.‘° One pressure group will not resist the demands of 


® Eric A. Johnston, President of the United States Chamber of Commerce, is reported 
to have defined a statesman as ‘“‘a politician who is held upright by equal pressure from all 
directions.”” The Readers Digest, Jan. 1944, p.73. This is so characteristic of the business- 
man mentality and of what businessmen want that it is difficult to decide whether or not 
Mr. Jchnston was trying to be facetious. 

10 Tt is perhaps futile to expect that there will ever be a consumers’ lobby able to hold 
its own against the producer groups. In the first place, most individuals must play dual 
roles as producers and as consumers, but their interests as producers are more tangible, 
more specific, and involve larger amounts of money than do their interests as consumers. 
The loot is concentrated in a relatively few hands but the levy which makes up that loot is 
spread thin over millions of consumers. Since the producer and consumer groups will often 
be in conflict it is easy to see where the individual’s support will normal'y stand. Further- 
more, many producers, as a matter of principle, oppose organized consumer activity. In 
the second place, the consumer group would have to fight mainly defensive battles. It 
would have to repeat the same fight time after time with seldom a spectacular and never a 
final or decisive victory. Eventually this would impair morale. In the third place, like all 
defensive forces, it would have to fight over a wide field, taking on all challengers at such 
times and places as the enemy might choose. It would indeed be a formidable lobby which 
could deliver satisfactory results under such conditions. 
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another unless the two sets of demands conflict. Rather, the granting of one 
special privilege will give rise to demands for others, since the lobbyists can cite 
the first as a precedent and also because the pressure groups will practice ‘‘log- 
rolling” in order to get all of their legislation enacted." 

There is the further fact that when it becomes necessary to equalize a situa- 
tion (i.e., when a special privilege has been granted to one group and another 
group appears with an equally valid claim) the politician can do so far more 
easily by granting a new privilege than by withdrawing an old one. Granting 
the new privilege will arouse little if any opposition; withdrawing the old one 
would be opposed bitterly by those who had enjoyed it. This was basically 
the situation confronting the New Deal in 1933. For decades manufacturers, 
financiers, veterans and silver producers had obtained favors almost at will. 
Now farmers and organized labor were demanding favors. Politically there 
could be but one answer and that was to grant the new favors. 

Finally, it should be noted that the members of one group see nothing incon- 
sistent in granting the demands of other groups. The same psychology which 
leads them to demand special favors for themselves approves the granting of 
demands for others; it is their policy of “live and let live.” Of course, if this is 
carried far enough some of the favors will lose most of their value but if the 
individuals making up the groups could see this far ahead they would see the 
weakness and selfishness of their own positions. 


Vv 


Another important factor in explaining the increase in the power of pressure 
groups is the improved efficiency of those groups brought about largely by new 
and better techniques. This has been accompanied by, and has been a part of, 
a switch from defensive to offensive tactics and a shift in control from the mem- 
bers of the groups to the lobbyists or managers. No fair-minded person would 
wish to deny to any individual or group of individuals the right to be heard 
before a legislative body when legislation affecting those parties is up for consid- 
eration. Our system of holding hearings on all important legislation is designed 
to insure and make effective this right. For a long time interested parties took 
advantage of this right by sending a member of their own group or perhaps a 
hired advocate to represent them, it being understood that the representative 
would present only those views specifically and deliberately approved by the 
group. Usually those were defensive operations. 

As time passed many of the defensive operations :proved successful and the 
representatives became more skilled at their trade. It is natural that any 
active, vigorous, and imaginative person should not like to remain on the defen- 
sive; “the best defense is a strong offense.” Further, the lobbyists had begun 
to feel the intoxicating effect of wielding power and to see the possibilities of 
permanent, well-paying jobs if only their groups had enough demands to keep 
representatives in Washington all the time. With some groups these changes 


1 This was particularly evident in the latter part of 1943 when several groups combined 
in their efforts to defeat price control and the stabilization program. 
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occurred decades ago, but only within the past twenty years or so have they 
become general for other groups. Briefly, there has been a “managerial revolu- 
tion” on the part of the lobbyists who now take a leading part in calling the 
tunes and shaping legislative programs." 

Two important results followed from this change. First, the lobbyists must 
find sufficient work to justify their positions and salaries. If the groups they 
represent do not have legitimate grievances or complaints, such must be found 
or invented. Many important trade groups today have elaborate, long-range 
“legislative programs’ which insure work for the lobbyists for many years to 
come. Once the lobbyists have outlined their issues they must then arouse 
support for them among the groups they represent. Thus it was announced 
about the time that Congress adjourned in December, 1943, that leaders of the 
farm lobby had issued instructions to farm groups throughout the country to 
hold meetings and stir up opposition to subsidies in order to impress congress- 
men while they were at home. About the same time a Gallup poll on food 
subsidies showed that only about 35 per cent of farmers ‘‘appeared to have some 
understanding of the term, including 13 per cent who indicated a fairly exact 
knowledge. The remainder ... either could not define the term or gave an 
incorrect definition.” Also it was found that “about as many farmers favor 
the food subsidy program as oppose it”’.” 

The second result is that the demands made and the methods used in enfore- 
ing them against legislators assume a more offensive (in both senses of the word) 
and a more vicious character. The lobbyists, being essentially procurers, can 
have no scruples, no standard of moral values. When they have the power to 
shape policies they will demand, not necessarily what the groups they represent 
need or want, but what, in view of the political situation, they think they can 
wring from the legislators. And in enforcing those demands they will use any 
and all political tactics available, even the lowest. Raymond Clapper has 
stated this thought in these words: 


Every politician today knows what the anti-saloon minority did a quarter of a century 
ago. Those highly organized drys would support any kind of political faker, even men 
who often appeared on the Senate floor so drunk that they provided amusement to the 
bored reporters in the press gallery. Anyone was acceptable so long as he voted dry. 
The railroad workers lobby now will support any kind of Senator or Representative, 
regardless of how he stands on any other question, if he is with them on what they want. 
And they will oppose him regardless of his merits otherwise, if he crosses them.!* 


ila An excellent series of articles on this phase of the problem appeared in The New Re- 
public, March 20 and 27, and April 3 and 10, 1944 under the title ‘“The Invisible Congress.”’ 
In the first of these articles the author stated that the lobbyists ‘‘make up an invisible 
Congress, self-elected, responsible, in the majority, neither to the general public nor even 
to the real owners of the enterprises they represent. . .. As their numbers have increased 
and their professional and financial status has advanced, their methods have become more 
sophisticated, their co-ordination has improved.” The New Republic, March 20, 1944, 
p. 372. 
12 The Durham Morning Herald, Dec. 9, 19438, Sec. 2, p. 2. 
13 Ibid, Dec. 2, 1948, p. 4. 
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And in opposing those who cross them the lobbyists will resort to the basest 
political methods to smear and defame them. 

It might well be asked why the members of a group would tolerate such tactics 
on the part of their representative if they are not in keeping with the sense of 
propriety of the majority. Consider for a moment the position of an individual 
member of such a group. Assume that the lobbyist is making demands which 
the individual member considers unjustified and using methods which he con- 
siders unfair and vicious."* Yet if those demands, even though unjustified, are 
realized this particular individual will be benefited. Is this individual likely 
to take positive action to curb a program which would be to his advantage? 
Even if he should, what could he do? Could he afford to spend the time, 
energy, and money to organize counter pressure? At most he probably would 
dissociate himself from the group and withdraw his support, but the movement 
would go on. Many veterans did not approve the program and the tactics of 
the American Legion and some even went so far as to form a counter organiza- 
tion. But the opposition was strikingly ineffective. If it is impossible to find 
an individual who would shoot Santa Claus, it is not reasonable to expect to 
see organizations formed for that purpose. 


VI 


If we have always had minority and pressure groups, why is the present 
situation particularly troublesome or dangerous? The considerations stated 
above give part of the answer. There is the additional fact that the tactics 
have spread from the few to the many. As Clapper states it: 


Lobbying is as old as government, but when confined to a handful of special interests, 
it was possible to arouse popular political majorities against them. 


* * * * * 


But how does democracy control the privileged many? When the farm organizations 
come romping to Washington demanding special privileges, how do you control them?!5 


Generally, there are several factors which make government by minority 
groups illogical and dangerous. First, it means that the economic and social 
policies of our government are determined by the most selfish and rapacious 
groups in our society. It is government by and for special interests, which is 
the opposite of true democracy. Further, the special policies demanded by the 
special groups, not being co-ordinated or controlled in any way at the top, must 
necessarily add up to an illogical and inconsistent hodge-podge. No consistent 
or rational general policy can be followed under such circumstances. 


14 The possibility that unjustified demands will be made and unfair methods used is not 
the result of pure chance. Aside from the character and position of the lobyist or “‘legisla- 
tive representative,”’ there is the fact that the element within the group he represents which 
he must please and placate is the most vocal and most aggressive element. Almost invari- 
ably this will be the most selfish, the most predatory, and the most unscrupulous element. 
16 The Durham Morning Herald, Dec. 2, 1948, p. 4. 
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Second, it means the exercise of power by those who are in no way responsible 
or accountable. The hapless legislators or executives who are the victims must 
take the responsibility unless they are able to “‘pass the buck.” When the 
system becomes firmly established it will do no good to throw out one party 
and install another; the efficient pressure group pays little heed to party affilia- 
tions but controls all parties. When the day of reckoning arrives and the 
electorate becomes thoroughly aroused the only relief would be to change the 
whole political system. 

Finally, government by minority groups makes it difficult if not impossible 
to maintain a competent and efficient bureaucracy. Pressure groups, to the 
extent of their power, will not allow competent, decent, and self-respecting civil 
servants to keep their positions. If they should keep their positions they would 
be insulted, abused, and defamed to the point of intolerance. And no matter 
how unjustified the abuse nor how gratuitous the insults no legislator or execu- 
tive will come to their defense against the trigger men of the pressure groups; 
rather the politicians join in the chorus demanding the scalps of the stupid 
bureaucrats. In fact, the bureaucrats are always convenient scape-goats for 
the inevitably disastrous results of pressure group politics. 


Vil 


In conclusion it is in order to consider possible remedial policies and measures. 
Two immediate possibilities, even if somewhat superficial or temporary, come 
to mind. The first would be for Congress to revive the investigation of lobby- 
ing activities, begun some years ago. The second would be for Congress to 
enact legislation, similar to that found in some states, requiring all lobbyists to 
register and render periodical reports on the funds they receive and spend. 
Both of these measures would be desirable and if vigorously administered would 
do much to reveal the scope and complexity of the problem. Neither of them, 
however, goes to the root of the trouble and hence cannot be expected to produce 
a cure. 

We may take it for granted that it will never be possible to remove the causes 
of pressure groups. Madison observed that 


the latent causes of faction are thus sown in the nature of man; and we see them 
everywhere brought into different degrees of activity, according to the different circum- 
stances of civil society. 

* * * * 4 
It is vain to say that enlightened statesmen will be able to adjust these clashing interests, 
and render them all subservient to the public good. ...the Causss of faction cannot 
be removed, ... relief is only to be sought in the means of controlling its Errscrts." 


Madison placed his trust in the probability that men of integrity and wisdom 
would be elected to the national legislature and in the scope of the Union which 
would include such a variety of interests and sects that they would counter- 


16 The Federalist, No. X. 
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balance each other. The latter hope was based on the assumption that the 
special interests and sects would be localized within certain geographical sections 
of the country and that there would thus be clear-cut divisions in Congress. 

The operation of the Gresham’s Law of politics has defeated Madison’s first 
hope. The spread of industry throughout the country, improved transporta- 
tion and communication, and the more efficient techniques of the lobbyists 
have broken down the strict geographical alignments in Congress and rendered 
his second hope futile. 

It may well be impossible to effect any substantial and permanent improve- 
ment in our present situation. If so, democracy in our national government 
is on its way out. If any improvement is to be accomplished it would seem that 
it would have to come through an improvement in the intellectual and moral 
standards of the masses. The people as a whole must be given a better under- 
standing of the operation of the economic system and they must be trained to 
think and reason more clearly, more precisely, and more accurately. They 
must do this in order that they may perceive that they have an important stake 
in the “general welfare” and “the common good”; a stake which, although it is 
less tangible and immediate, is more important in the end than any temporary 
and specific advantage which they may obtain at the expense of their fellow 
men through legislative maneuvering. They must be able to think realistically 
about the long-run interests of their own groups and how those interests are 
affected by the actions of other groups. In short, they must be able to act in 
their ‘enlightened self interest.’”’ This requires rigorous mental discipline and 
training. Our educational system should provide this discipline and training. 
It is not doing so at present. 

Equally important with the mental training are certain moral and social 
considerations. If people are to govern themselves and act as a nation they 
must have some common standard of values, some common sense of decency 
and propriety, some feeling of common interest, and a minimum sense of responsi- 
bility toward the group as a whole. Call it “patriotism,” ‘“‘civic-mindedness,” 
or what you will, there must be some strong cohesive force to hold a nation 
together and secure joint action in the face of highly specialized activities, 
divergent or conflicting economic interests, and natural selfishness, inertia, lazi- 
ness, and jealousy. This force can be none other than a keen sense of responsi- 
bility for the common good and that can exist only when the people are bound 
together by common ideals or value standards and when the common level of 
honesty, morality and decency is strong enough to hold in check the selfish, 
greedy, and irresponsible few and keep them from plundering the many. Mod- 
erm economic organization and activity operate powerfully to destroy these 
feelings of mutuality ; they must be preserved, if at all, by education and training. 

This is the challenge to our educational system. It is not intended here to 
suggest how that challenge shall be met. It may be in order, however, to sug- 
gest a few ways in which economists might contribute to the solution of the 
problem. First, they could insist upon more thoroughness, more accuracy, and 
more precision in the mastering of fundamental economic concepts and princi- 





— 

















CERTAIN BASES OF POWER POLITICS 33 





ples and in economic analysis. For example, much of the present trouble is 
caused by a misunderstanding of the nature of money and the role which it 
plays in the economic system. Also, the training in clear thinking and close 
analysis would be an invaluable help in dealing with all phases of the problem. 
Second, more integrated courses could be given to relate specialized economic 
courses to sound public policy and to deal with current problems in a realistic 
sense. The gap between economic theory and economic policy is entirely too 
great; more attention should be given to the effective teaching of accepted 
principles and theory. Third, it is necessary to indicate the relationship between 
economics and moral values. Traditionally, the science of economics has been 
completely divorced from morality. But when the science of economics is used 
to shape or to indicate public policy it becomes an art and moral values assume 
great importance. Our whole economic, political, and social system assumes 
a minimum level of decency, honesty, and integrity; that assumption should be 
made explicit. Of course, in this connection it would be necessary to avoid 
the mistake of confusing morality with the wishful-thinking, soft-brained type 
of analysis frequently used by the welfare economists and the reformers.. The 
latter has often been used to justify the claims of special groups. Finally, 
economists should take advantage of every opportunity, both as teachers and 
as writers, to unmask the special groups and to expose their false claims. Those 
claims are frequently based upon wide-spread popular fallacies; a clear, simple, 
and solid rebuttal of those claims is one of the most useful and effective forms 
of teaching. Some have suggested that it might go so far as to introduce into 
the curriculum a course in Economic Fallacies. 








THE REGULATION OF CONSUMER CREDIT 


WALTER J. MATHERLY 
University of Florida 


The control of consumer credit occupies an important place in the economy 
of war. When a nation decides to fight it out with other nations, two kinds of 
demands are made upon its economic system: first, military and second, civilian. 
Each of these kinds of demand competes with the other. Military demand, 
which is the most urgent, springs up instantly once war is declared and starts 
the wheels of production to turning with increased rapidity. Civilian demand, 
due to greater purchasing power arising out of wartime production, also greatly 
increases. Hence, the government is required to bid against civilians and 
civilians are required to bid against each other for the output of the economic 
system and the prices of everything, including the weapons of war, tend to rise. 
In the midst of these circumstances the relation of consumption to production, 
the extent to which military demand takes precedence over civilian demand and 
the control of consumer credit as a part of the total stream of purchasing power 
become of direct interest to the entire nation. 


I 


To curb civilian demand in part and in part to check the tendencies toward 
runaway prices, the United States government in the summer of 1941 decided 
to control consumer credit. This task was delegated to the Board of Governors 
of the Federal Reserve System. On August 21, 1941, that Board adopted 
Regulation W, effective September 1, 1941, in order to carry out the President’s 
Executive Order of August 9, 1941.!_ This Order set forth the necessity for and 
purpose of regulating consumer credit and indicated that it was appropriate 
“that such credit be controlled and regulated through an existing governmental 
agency which has primary responsibilities with respect to the determination 
and administration of national credit policies.’ 

When the Regulation was announced, Chairman Eccles issued a public state- 
ment in which he summarized the basic reasons for its adoption. This statement 
contained the following paragraph: 


It is of primary importance that restraints be placed upon the wholesale extension of 
credit, including instalment buying. The volume of instalment credit has been expand- 
ing very rapidly, as it always does in times of rising national income. Yet when incomes 
are at high levels, that is the time when people should reduce their debts or get out of 
debt. Our people cannot spend their increased incomes and go into debt for more and 
more things today without precipitating a price inflation that would recoil ruinously upon 


1 This Regulation was published by the Board of Governors of the Federal Reserve Sys- 
tem in the form of a pamphlet entitled ‘‘Consumer Credit, Regulation W, as adopted 
August 21, 1941.” 

2 Thid, p. 2. ° 
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allofus. Instead of an ever-expanding volume of consumer credit, we need to bring about 
a substantial reduction in the total outstanding. Civilian demand for goods must be 
adjusted as closely as possible to supplies available for consumption. Regulation of 
instalment credit is a necessary measure to thisend. By deferring civilian demand at this 
time we can help avoid inflation, we can aid in defense, and we can store up a backlog of 
buying power that will help offset a post-defense slump.* 


Under Regulation W, as it was originally issued, two kinds of consumer credit 
were recognized: instalment sale credit and instalment loan credit. The first 
was defined as ‘“‘an extension of instalment credit which is made by any seller 
of any consumers’ durable goods specified” in the list of articles covered by the 
Regulation and arising out of the sale of any such listed articles.‘ The second 
is defined as “‘an extension of instalment credit, other than instalment sale credit, 
which is a loan and which (1) is in a principal amount of $1000 or less, or (2) 
regardless of amount, is wholly or partly secured, or according to any oral or 
written agreement of the parties is to become so secured by any listed article 
which has been purchased within 45 days prior to, or is to be purchased any 
time after such extension of instalment cmdit.’”® The minimum down payment 
and the maximum maturity of both of these kinds of consumer credit were fixed. 

Five groups of consumers’ durable goods or articles were listed under the 
Regulation.6 Groups A and B consisted of passenger automobiles, aircraft, 
including gliders, power-driven boats and motorcycles. Maximum credit value 
was fixed at 663 per cent of the basic price and maximum maturity at 18 months. 
Groups C and D consisted of selected kinds of household equipment with maxi- 
mum credit value placed at 80 per cent of the basic price and maximum maturity 
at 18 months. Group E consisted of materials and services, other than materials 
listed in Groups C or D, which were to be used in repairs, alterations and improve- 
ments. There was no limitation on maximum credit value applicable to this 
group, provided the deferred balance did not exceed $1000, but maximum 
maturity was restricted to 18 months. Several kinds of instalment credit, such 
as loans which mature in three months and loans to take care of sickness and 
funeral expenses were excepted from the operation of the Regulation. 

The Board of Directors of the Federal Reserve System in the administration 
of Regulation W was authorized under the President’s Executive Order of 
August 9, 1941, to utilize the services of the Federal Reserve Banks and any 
other agencies, federal or state, which were available and appropriate.’ Provi- 
sions were made in the Regulation for the licensing of all persons engaged in 
the business of making extensions of instalment credit. Licenses could be 
obtained by persons merely filing with the Federal Reserve Bank of the district 


3 “Regulation of Consumer Credit.’”’ The Review of the Month. Federal Reserve Bulle- 
tin, May 1942, p. 401. 

4 “Consumer Credit, Regulation W, as adopted August 21, 1941.”’ Section 2 (d). 

5Tbid. Section 2 (e). “ 

S‘Ibid. ‘Supplement to Regulation W,’’ published as a part of the original Regulation, 
pp. 1-2. 

7Ibid. ‘‘Appendix to Regulation W,’’ published as a part of the original Regulation, 
p. 2. 
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in which they were located, a registration statement on a form obtainable from 
any of the Federal Reserve Banks or any branches thereof.® 


II 


Shortly after Regulation W went into effect, it became necessary to revise 
certain of its provisions. The first revision, or Amendment No. 1, was adopted 
and became effective September 20, 1941. This amendment applied solely to 
further interpretation of the method of determining the maximum credit value 
of new automobiles. It specified that this value ‘shall be 663 per cent of the 
bona fide cash purchase price of the automobile and accessories but such maximum 
credit value shall in no event exceed 663 per cent of the sum of” the manufac- 
turer’s retail quotation at the factory; transportation charges from factory to 
point of delivery; any federal, state or local taxes; and any bona fide charges for 
delivery or accessories not included in the foregoing. 

Amendment No. 2 was added to the Regulation and became effective Decem- 
ber 1, 1941.1° This amendment provided for only minor changes. To begin 
with, the principal amount of instalment loan credit was changed from $1000 
or less to $1500 or less where the loans were secured by listed articles or listed 
articles to be purchased. The registrant or the one providing instalment loan 
credit was required to secure a signed statement from the borrower concerning 
the purposes of the loan. Loans which were to be used to make down payments 
on the purchase price of listed articles were prohibited. 

Amendment No. 3 was adopted March 23, 1942. The principal changes 
provided by this amendment, all of which were important, were of three kinds: 
first, down payments on certain kinds of household equipment were increased 
from 20 per cent to 333 per cent and down payments on home air-conditioning 
systems and attic ventilating fans from 15 per cent to 333 per cent; second, 
certain other kinds of household equipment with specified down payments were 
added to the list of articles included under the Regulation; and third, the stand- 
ard maturity was reduced from 18 to 15 months for all credits subject to the 
Regulation, except credits for a few important items which were left at 18 months. 

The Board of Governors of the Federal Reserve System extensively revised 
and greatly broadened the provisions of Regulation W effective May 6, 1942.” 
In his message to Congress on April 27, 1942, and in his radio talk on the follow- 
ing day, President Roosevelt outlined his seven-point program of national 
economic policy concerning the control of prices and the cost of living. The 
program called for heavily increased taxation of personal and corporate profits; 
for putting ceilings on prices and rents; for stabilizing wages and farm prices; 
for encouragement of all citizens to purchase war bonds out of their earnings; 


8 Ibid. Section 3. 
® Board of Governors of the Federal Reserve System. ‘‘Consumer Credit, Regulation 
W. Amendment No. 1 Effective September 20, 1941, Amendment No. 2 Effective Decem- 
ber 1, 1941 to Regulation W,’’ issued by the Federal Reserve Bank of Atlanta, p. 3. 
10 Tbid., pp. 4-8. 
11 Federal Reserve Bulletin, March 1942, pp. 203-207. 
12 Federal Reserve Bulletin, May 1942, pp. 410-424. 
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for rationing all essential scarce commodities; and for reduction of instalment 
buying, debts, mortgages and other obligations. To put this program into 
effect, the Office of Price Administration proceeded to fix maximum prices for a 
large number of commodities and the Board of Governors of the Federal Reserve 
System proceeded to broaden and tighten restrictions on consumer credit by 
adding Amendment No. 4 to Regulation W. 

The changes which this amendment effected were of primary significance and 
may be reduced to six in number: 


First, the list of consumers’ goods to which the Regulation applies was broadened to 
include a large number of additional articles. 

Second, maximum permissible maturity of instalment sales was reduced to 12 months 
with down payments for all listed articles increased to 33} per cent, except for automo- 
biles where required down payments of one third and maximum maturity of 15 months 
were left unchanged and further, except for furniture and pianos, where required down 
payments were increased from 10 per cent to 20 per cent and the maximum maturity of 
12 months retained. 

Third, charge-account sales and single-payment loans were added to instalment sales 
and instalment loans with the specification that unless payment of charge accounts “‘is 
made by the tenth day of the second calendar month following purchase, no further credit 
may be extended to purchase any listed article until the items in default have been paid 
for in full or have been placed on instalment basis for payment within 6 months.’ 

Fourth, single-payment loans of $1500 or less were limited to a maturity of 90 daysand 
where such a loan is to purchase a listed article costing $15 or more a down payment is 
required. 

Fifth, all instalment payments were fixed at not less than $5 per month or $1.25 per 
week, 

Sixth, down-payment requirements of instalment sales maturing within three months 
were repealed. ‘ 


Other features of Regulation W were left untouched. 

Seven other amendments which are of varying degrees of importance have 
been added to Regulation W since May 6, 1942. Amendment No. 5 became 
effective July 2, 1942.% It prescribed a new subsection governing the system 
by which charge-account customers were to be billed. Amendment No. 6, 
effective July 27, 1942, provided for one change only.“ It added a new subsec- 
tion to the Regulation, exempting full conservation credits arising out of con- 
version of heating equipment to the use of other kinds of fuel and the installation 
of storm doors and windows and other changes in existing structures. Amend- 
ment No. 7, effective July 27, 1942, with a similar new subsection, exempted 
disaster credits—credits extended by the Disaster Loan Corporation or to 
finance repairs and replacement on property due to floods or other catastrophes." 

Amendment No. 8, effective August 12, 1942, by rewording three existing 
and adding «wo new subsections, provided for two changes.“ By the first 

18 Federal Reserve Bulletin, August 1942, pp. 755-756. 

14 Tbid., p. 756. 


16 Thid., p. 756. 
16 Federal Reserve Bulletin, September 1942, pp. 878-879. 
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change any loan and not merely “any instalment loan” to cover educational, 
hospital, medical, dental, and funeral expenses, and any extension of credit to 
any dealer in any article, and not merely in “any listed article,” to finance the 
purchase of any article for resale or installation were exempted from the opera- 
tion of the Regulation. By the second change, any extension of credit to finance 
the purchase of old or new railroad standard watches, and any extension of 
credit made by the Commodity Credit Corporation were likewise exempted 
from the operation of the Regulation but materials and services employed in 
re-upholstering were brought under the Regulation. 

Amendment No. 9, effective October 26, 1942, contained three new subsec- 
tions and changed one other subsection.’ The first new subsection placed 
listed articles sent out on approval or for demonstration under instalment sales, 
and deposits thereon equal to the first down payment were required. The 
other two new subsections exempted charge accounts of less than $2 from regu- 
lations governing defaults; prohibited, where charge accounts were in default, 
the registrant from sending out listed articles on approval or for demonstration; 
and required in case charge accounts were not in default, that such listed articles 
sent out be treated as regular charge sales. The change within a subsection 
specified that, in case a registrant who acts in good faith without knowing that 
the customer’s charge account is in default, makes a charge sale of a listed 
article the cash price of which is $5 or Jess, he “shall not be deemed to have 
violated” the restriction against extending credit to the customer whose account 
is in default, but the registrant must request within 15 days that the customer 
return the article or else pay for it in full immediately. 

Amendment No. 10, effective September 1, 1943, provided two changes.!* 
The first was concerned with changing the figure $5.00 in Section 5 governing 
charge accounts to $10.00 and makes a registrant not liable if he makes in good 
faith a charge sale of a listed article the cash price of which is $10.00 or less to a 
customer whose charge account is overdue, provided the registrant promptly 
on the discovery that such charge account is in default makes a request of the 
customer within 15 days from the date of the sale that he either return the article 
or pay for it in full immediately. The second was concerned with a clarification 
of cycle billing. The changes were administrative and were adopted to help 
merchants meet manpower problems in extending charge-account credit. 

Finally, Amendment No. 11, effective April 3, 1944 was designed to improve 
the technical workings of the Regulation.1® It provides about fifteen changes 
but none of them requires credit-grantors to do anything they were not previ- 
ously required to do. They merely relieve credit-grantors from some detailed 
requirements that were not of sufficient importance to warrant the extra work 
necessary to comply with them. 

The Board of Governors in administering Regulation W and its amendments 
has naturally found it necessary from time to time to provide a number of 


17 Federal Reserve Bulletin, November 1942, p. 1078. 
18 Federal Reserve Bulletin, September 1943, pp. 818-819. 
19 Federal Reserve Bulletin, April 1944, pp. 339-342. 
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interpretations. These interpretations have been concerned with definitions 
of terms, with phrases and clauses which lacked clearness, with transactions 
which were on the border line and on which registrants felt compelled to secure 
rulings and with possible conflicts between sections and between amendments. 
They are so varied and deal with such a wide range of things that it hardly 
seems necessary to present here a detailed analysis of them. While they are 
of direct interest to registrants and to officers charged with the enforcement of 
the Regulation and its amendments, they are not of direct interest to general 
readers. 
mir 


The operation of Regulation W has been attended with a high degree of 
effectiveness. Table I, which is presented below, shows the changes which 

















TABLE I 
CoNnsUMER CREDIT IN THE UNITED StTaTEs BY Masor Parts* 
OUTSTANDING (IN PERCENTAGE DISTRIBUTION 
MILLIONS OF DOLLARS) OUTSTANDING 
TYPE PERCENTAGE 
CHANGE 
Sept 30 Sept. 30 Sept. 30 Sept. 30 
1943 1941 1943 1941 
Instalment Sale Credit............ 786 4,008 —80.3 16.2 41.2 
Instalment Cash Loans............ 1,083 2,236 —52.0 22.3 23 -0 
Single-payment Loansf............ 1,038 1,168 —11.1 21.2 12.0 
Charge Accounts.................. 1,275 1,712 —25.5 26.3 W.7 
SOU ORI NII 6. 5 6:45. oun sn icenn oelerges 681 596 +14.2 14.0 6.1 
4,863 9,720 —49.9 100.0 100.0 




















* Table I is compiled from the Federal Reserve Bulletin, December 1942, p. 1180 and 
February 1944, p. 190. 


+ Single payment loans represent non-instalment consumer loans of commercial banks 
and loans of pawnbrokers. 


occurred in consumer credit during the first two years in which the Regulation 
was in force. It will be observed from this table that total outstanding con- 
sumer credit in the United States on September 30, 1941, thirty days after 
the Regulation went into effect, was $9,720,000,000. Two years later it had 
dropped to $4,863,000,000, or a decrease of 49.9 per cent. ‘Two-thirds of the 
total reduction, or $3,222,000,000 occurred in credit arising from instalment 
sales. Instalment sale credit decreased 80.3 per cent from September 30, 1941 
to September 30, 1943, a far higher rate of decline than in any of the other 
types of credit. Other forms of credit decreased except service credit, which 
increased 14.2 per cent. Of total credit outstanding on September 30, 1941, 
instalment sale credit made up 41.2 per cent, whereas on September 30, 1943 
it made up only 16.2 per cent. In other words, as a study of the table will 
show, very marked changes occurred between these two dates in the importance 
of instalment credit relative to the other forms of credit. 
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Table II presents consumer credit in the United States by major parts from 
1929 to 1943. It will be observed from this table that consumer credit in all of 
its forms with one exception reached a high-water mark in 1941. Total con- 
sumer credit outstanding in that year amounted to $9,499,000,000 as compared 
with $7,089,000,000 in 1929 and $3,717,000,000 in 1933. But with the adoptiun 
of Regulation W on September 1, 1941, the situation changed rapidly. By the 
end of 1942 the amount of total consumer credit had dropped to $6,155,000,000 
and by the end of 1943 to $5,122,000,000. While instalment credit, single- 
payment loans and charge accounts as well as total consumer credit greatly 
decreased between the end of 1941 and the end of 1943, service credit actually 
increased to the extent of 13.2 per cent. 











TABLE II 
CoNSUMER CREDIT IN THE UNITED StTaTEs BY Masor Parts* 
INSTALMENT CREDIT 
TOTAL | SINGLE- 
END OF YEAR CONSUMER Total PAYMENT aaa = 

CREDIT Instalment an. —— LOANS 
1929 7,089 3,167 2,515 652 1,577 1,749 596 
1930 6,341 2,706 2,032 674 1,451 1,611 573 
1931 5,177 2,214 1,595 619 1,051 1,381 531 
1932 3,846 1,515 999 516 726 1,114 491 
1933 3,717 1,581 1,122 459 588 1,081 467 
1934 4,159 1,846 1,317 529 659 1,203 451 
1935 5,148 2,599 1,805 794 785 1,292 472 
1936 6,396 3,466 2,436 1,030 991 1,419 520 
1937 7,054 3,919 2,752 1,167 1,119 1,459 557 
1938 6,618 3,539 2,313 1,226 1,069 1,487 523 
1939 7,518 4,351 2,792 1,559 1,089 1,544 534 
1940 8,767 5,434 3,450 1,984 1,123 1,650 560 
1941 9,499 5,921 3,747 2,174 1,204 1,764 610 
1942 6,155 2,922 1,494 1,428 1,072 1,513 648 
1943 5,122 1,874 814 1,060 1,059 1,498 691 


























* Table II is compiled from the Federal Reserve Bulletin, February 1944, p. 190. The 
figures for the end of the year 1943 are preliminary. 


IV 


While the decline in consumer credit has coincided with the operation of 
Regulation W, it has not been due exclusively to the Regulation itself. Other 
factors have played a part. To begin with, the nation has shifted increasingly 
from the production of consumer goods to the production of war goods. War- 
time increases in national income have arisen largely out of increased production 
of the latter goods. Production of durable consumer goods has greatly declined. 
This means that consumers have had less need for credit. They cannot get the 
goods which they want and, consequently, they do not ask for instalment or 
other kinds of consumer credit. For example, automobile instalment paper 
based on the purchase of new cars virtually disappeared from September 1941, 
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to September 1942. Likewise, instalment accounts of retailers other than 
automobile dealers during the same period declined 39 per cent.2° Since durable 
goods available to consumers therefore have decreased, the demand for consumer 
credit, particularly instalment credit which is generally used to purchase these 
goods, has decreased. 

Moreover, consumers have had at their disposal larger cash reserves during 
the war than they had before from which to buy the goods that were available 
to them. Increased employment arising out of wartime production has greatly 
expanded the purchasing power of the masses of the people. They have had 
more ready cash, and have not found it so necessary to resort to consumer 
lending agencies. This change was already under way when Regulation W was 
adopted and the period that has elapsed since its adoption has witnessed greatly 
increased accelerations along this line. Hence, it is possible that the demand 
for instalment sale credit might have declined to a considerable extent even if 
Regulation W had not been put into effect. 

Since Regulation W was originally adopted as one of the measures to curb 
inflation and since it has squeezed out virtually all non-essential credits, there 
are those who argue, and with some logic, that the time has arrived to re- 
lax or at least to halt further extension of this regulation. Consumer credit 
has its wartime as well as its peacetime uses. Maximum war effort requires 
that all productive factors function to the fullest extent. This involves not 
only plant and equipment but also manpower. Just as credit has its place in 
the organization of the former, so it has its place in the organization of the 
latter. It can increase the productivity of workers as well as of capital goods. 
Borrowings by individuals may contribute to the effective prosecution of the 
war quite as truly as borrowings by corporate enterprises. This does not mean 
sanction of unrestricted credit. It means rather the use of credit by individual 
workers wherever it makes them more productive and wherever it expands the 
efficiency of manpower. 

Since productivity of manpower is closely related to increased output of war 
goods, credit, which improves this productivity, may be as vital in total war as 
that which improves the facilities of plant and equipment. Consumer credit 
may increase the efficiency of workers in several ways: first, by enabling them 
to move freely to war centers; second, by carrying them over in transferring 
from peacetime to wartime jobs; third, by financing housing changes which 
they encounter in war transfers; fourth, by taking care of the costs which they 
may be compelled to pay in preparing for wartime skilled jobs; fifth, by providing 
them with the means to purchase tools essential to war work; sixth, by supply- 
ing them with medical and hospital services which will enable them to cut down 
absenteeism; and seventh, by meeting certain essential civilian needs with 
which they are confronted. Consumer credit, if used in these ways, does not 
become any more inflationary than credit employed to finance the conversion 
of peacetime industries to war production. 


20 Federal Reserve Bulletin, December 1942, p. 1181. 
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That consumer credit may be employed to meet these and other war require- 
ments is evidenced to some extent by the shifts in the kinds of credits. This 
shift is from marketing credits, which are inflationary, to cash loans and service 
credits which may not be inflationary at all but which may be necessarv +o take 
care of war needs of one kind or another. Within this broad change, a; dary 
shift has apparently occurred from instalment credits for durable guods to 
charge accounts and cash loans to meet current demands. At the end of 1943, 
instalment-sale credit outstanding was 66.3 per cent under the 1935-39 average, 
as may be seen from Table III, and instalment cash loans 8.2 per cent under, 
but the former was 78.3 per cent under and the latter 51.2 per cent under the 
1941 total. The reductions in these two forms of credits may have taken place 
primarily because of the absence of consumer buying of durable goods. Other 
significant changes may be observed from a study of this table. Since non- 


TABLE III* 


CoMPARISON OF CONSUMER CREDIT OUTSTANDING IN 1941 witH 1943 AND wiTH 1935-39 
AVERAGE (MILLIONS OF DOLLARS) 


























CHANGE IN 
TYPE OF CREDIT ae 31 mi «(Cs 31 CHANGE pn ao. 

per cent per cent 

Instalment Sale................... 3,747 814 —78.3 2,419.6 —66.3 
Charge Account Sale.............. 1,764 1,498 —15.0 1,440.2 +4.0 
Total Merchandise.............. 5,511 2,312 —56.2 3,859.8 —40.1 
Instalment Cash Loan............ 2,174 1,060 —51.2 1,155.2 —8.2 
Single Payment Cash Loan........ 1,204 1,059 —12.0 1,010.6 +4.5 
merwies Credit. ............:.-s-..) S888 2,810 —29.5 2,687.0 +4.5 
Total Non-merchandise......... 610 691 +13.2 §21.2 +32.4 
Total Consumer Credit.......... 9,499 5,122 —46.0 6,546.8 —21.7 








* This table is derived from Table II. 


merchandise types of credit have either actually increased or decreased by 
smaller percentages than merchandise credits, they, rather than merchandise 
credits, may have been used to meet the wartime needs of consumers. 

Whether this analysis is conclusive or not, the situation with respect to con- 
sumer credit has changed greatly from that which prevailed when Regulation W 
was adopted. When Regulation W was adopted, the rationing of scarce com- 
modities was in its infancy. The volume of purchasing power was increasing 
and the volume of consumer goods was decreasing. Naturally there was a 
bidding up of prices. Any measure that checked any segment of the flow of 
purchasing power and curbed the competition of consumers for dwindling sup- 
plies was in order. But since that time the machinery of rationing has been 
more and more perfected, one commodity after another has been brought under 
rationing control, and the need for restraining credit used by consumers is not 
as great as it was in the beginning of the period of inflation control. Conse- 
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quently, Regulation W might be modified to some extent without necessarily 
receding from the original program of inflation control. 


v 


The enforcement of Regulation W has met with no serious opposition. En- 
forcement procedure was lodged by the Board of Governors of the Federal 
Reserve System in the twelve Federal Reserve Banks. Of course, each of the 
banks had to take on additional duties and had to perfect administrative machin- 
ery to carry on the work. It was necessary to contact the various kinds of 
sellers and consumer credit agencies, to send them forms for their licensing and 
to complete the process by which they became registrants under the Regulation. 
It was also necessary to secure reports from registrants, to make inspections, 
and where there was non-compliance to take corrective action. All of these 
tasks required effort and some expenditure of money, but they were performed 
without any serious difficulties or interruptions. Indeed, the willful violations 
which were encountered were few in number and when they did occur, they 
were usually the result of ignorance or negligence rather than intentional dis- 
obedience. When the attention of the registrants was called to their mistakes, 
they usually complied with requirements. 

There were, however, two cases in which the Board of Governors had to take 
definite action. The first of these cases was that of the Clark Brothers of 
Chattanooga, Tennessee. The Clark Brothers operated six furniture stores in 
Tennessee and two in Georgia. They were charged with and found guilty by 
the Board of Governors of the Federal Reserve System of the following violations 
of Regulation W before and after May 30, 1942 and continuing through October, 
21, 1942: first, failure to obtain down payments in amounts required by the 
Regulation; second, improper and inadequate preparation and delivery of state- 
ments of transaction by the omission from such statements of the deferred 
balance, cash price, finance charge, and interest, if any, and the time balance; 
third, failure to schedule periodic payments in the amounts required by the 
Regulation ; fourth, agreeing with customer that payment of open charge accounts 
might be deferred beyond the tenth day of the second calendar month following 
the calendar month during which the article was sold; and fifth, using open 
charge accounts as a means of evasion in selling articles on an instalment plan. 
As a penalty for these violations and after a promise made by the company that 
it would conform to the requirements of the Regulation after reopening, the 
Board of Governors suspended its license to do business for one week. 

The second case was that of the Mitchell Clothing Company of St. Louis.” 
This company operated two stores in St. Louis, Missouri, two stores in East 
St. Louis, Illinois and one store in Granite City, Illinois. This company was 
charged with and found guilty by the Board of Governors of the Federal Reserve 
System of the following negligent violations of Regulation W before and after 
October 6, 1942 and continuing through May 17, 19438: first, using charge 


21 Federal Reserve Bulletin, December 1942, pp. 1184-85. 
22 Federal Reserve Bulletin, July 1948, pp. 594-595. 
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accounts, as a means of circumventing the down payment requirements of the 
Regulation; second, improper and inadequate preparation and delivery of state- 
ments of transaction; third, accepting insufficient down payment on instalment 
sales; fourth, granting longer terms than permissible on instalment sales; fifth, 
selling listed articles in defaulted charge accounts; and sixth, selling listed 
articles in accounts which purported to be charge accounts but were in fact 
instalment accounts. Again, as a penalty for these violations and after a 
promise made by the company that it would conform to the requirements of 
the Regulation after reopening, the Board of Governors suspended its license 
for one week. 


VI 


In the midst of war, then, the relation of consumption to production, the 
extent to which military demand takes precedent over civilian demand and the 
control of consumer credit as a part of the total stream of purchasing power 
becomes of direct interest to the nation. To curb civilian demand in part and 
in part to check tendencies toward run-away inflation, the United States Govern- 
ment adopted Regulation W. The operation of this Regulation has been 
attended with a high degree of effectiveness. It is possible that instalment 
sale credit which made up 41.2 per cent of total consumer credit when the 
Regulation went into effect might have greatly declined even if the Regulation 
had not been invoked, since durable consumers’ goods available to purchasers 
greatly decreased with increased production of war goods and with increased 
rationing. The need for restraining credit used by consumers today, therefore, 
is not as great as it was at the beginning of the war. Regulation W might be 
modified to some extent without necessarily receding from the original program 
of inflation control or without interfering with the effective prosecution of the 
war. Whether the Regulation should be continued after the war and the 
extent to which changes in its many features will be required are different ques- 
tions and any analysis thereof will have to wait until the problems of postwar 
adjustment draw nearer or are more evident than they are at present. 
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NICHOLAS BARBON: AN EARLY ECONOMIC REALIST 


ELGIN WILLIAMS 
Allen Academy 


When every other writer on economic subjects in Britain was talking about 
gold, Nicholas Barbon was trying to point out that iron was important to 
England too. It was such streaks of realism which attracted me to the study of 
this “London medical man,” as Max Beer identifies him, and this study convinces 
me that Barbon was a seventeenth-century precursor of the pragmatic and insti- 
tutionalist movements of today. Not only when he inveighed against the 
“Midas complex” which involved the projection of individual shrewdness as a 
prime rule of national policy and which was to claim as adherent even such a 
great name as Adam Smith, but on a host of other subjects his analyses are 
realistic and stimulating. hey bear re-reading today, with an eye to current 
problems. 

The part Barbon plays in the formation of political economy is a negative one. 
The main current of economic thought has been and is that preoccupied with price. 
Barbon is significant by contrast. He ignored price and concentrated on 
technology and institutions. 

Perhaps because of this heterodoxy Barbon has got short shrift from the his- 
torians of economic thought. Roll, in his single reference to the man who di- 
rected most of his critical shafts at Thomas Mun, calls him an “advanced mer- 
cantilist”’ and suggests that he partook of the general “fear of goods” of the 
time. This, in addition to being insufficient treatment, is not true. Ingram 
gives Barbon one footnote reference as “‘a minor English writer who followed the 
new [liberal] economic direction” and mentions only one of his eight publica- 
tions, a 1696 pamphlet “in which some of Locke’s errors were pointed out.” 
Barbon is not listed in Gide and Rist’s History of Economic Doctrines nor in 
Peck’s Economic Thought and Its Institutional Background. Haney gives Barbon 
a bit more consideration than the others, and although he does not fall into 
Roll’s errors [‘‘Barbon . .. was hardly a mercantilist” (p. 125); “Such writers 
as Barbon . . . who attacked the balance of trade idea, can hardly be classed as 
mercantilists” (p. 113)] he twists Barbon’s pragmatism into a subjective theory 
of value (pp. 121, 528) and calls him, of all things, a forerunner of Jevons and 
the Austrians. 

Bonar does not mention Barbon in his classic work. Whittaker states that 
Barbon advanced “‘what was in the main a utility theory” (p. 415) but gives him 
credit for his attacks on the mercantilist Midas complex (pp. 91, 293) and his 
anticipation of the theory of conspicuous consumption (p. 128). In his Prede- 
cessors of Adam Smith Johnson recognizes the value of Barbon’s theory of 
population and notes that he ‘‘pointed out that the value of goods is guessed at.” 
This insight alone should guarantee immortality for one of a period which was 
preparing the most colossal axiological metaphysics ever inflicted upon a begin- 
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ning economics student. Johnson also calls him ‘the versatile Nicholas Barbon 
[who] pointed out that whereas prodigality might be prejudicial to the individual, 
it was beneficial to trade” (p. 294). Again Barbon is ahead of time, anticipating 
Malthus. It is noted that Barbon showed that countries with sumptuary laws 
were usually poor and urged against tariffs on the ground that other nations 
would surely retaliate. Finally, “Barbon had no fears about new fashions in 
apparel; indeed his faith in consumption as a tonic to stimulate industry was 
boundless” (p. 294). 

Among economic theorists proper the English insurance agent! has fared little 
better. Neither Adam Smith in his Wealth of Nations nor Robert Malthus in 
his Principles, both of whom owed him debts, mention Barbon. The other clas- 
sicists slight him likewise. 

Marx, however, writes ‘‘As old Barbon says,” and quotes him several times in 
the opening pages of Capital. Barbon’s statement to the effect that “the greatest 
number of things have their value from supplying the wants of the mind’? Marx 
uses to support his contention that ‘‘a commodity is ...a thing that... satis- 
fies human wants . .. whether . . . they spring from the stomach or from fancy” 
(Vol. I, p. 1). In another place he quotes and annotates as follows: ‘Things 
have an intrinsic virtue”’ (this is Barbon’s special term for value in use) ‘“‘which 
in all places have the same virtue; as the lodestone to attract iron.” 


I 


This survey of Barbon’s intellectual fate, revealing as it does a great breadth 
and range of inquiry, suggests an above-the-average personal history and back- 
ground. Nicholas Barbon was born in London probably in 1640, the son of 
Praisegod* Barebone, ‘‘anabaptist, leather-seller, and politican.”” The leather- 
seller-cleric was no less spectacular than his name, and Pepys’ Diary has several 
passages which describe rockings small boys gave Praisegod’s house for his reli- 
gious views. ‘The young Nicholas soon left London to study medivine at Leyden 
and received his M.D. at Utrecht at the age of twenty-one. In 1664 he was 
admitted to the College of Physicians as an honorary fellow. 

After the great fire of 1666 the young physician established the first insurance 
office in London “‘and participated actively in rebuilding the city.”” He became 
a member of Parliament in 1690 and again in 1695. During the latter year he 
realized an old ambition and founded a land bank. He died in 1698, making 
John Asgill (a fellow economist) the executor of his will, and directing that none 
of his debts should be paid. 

Barbon wrote in the period of the development of economic thought from 


1 Amidst all his other activities Barbon found time to organize the first fire insurance 
office in London. 

2 A Discourse Concerning Coining the New Money Lighter, p. 3. 

3’ Praisegod had two brothers, ‘“‘Christ-came-into-the-world-to-save Barebone’ and 
“*Tf-Christ-had-not-died-thou-hadst-been-damned Barebone,’’ usually abbreviated 
“(Damned Barebone.”’ 


‘The title page of A Discourse of Trade, Barbon’s most famous work, is signed ‘‘By 
N.B., M.D.” 
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Hobbes to Hume. As Professor Hollander has pointed out, his writings were 
for the most part directly related to events of the period. He defended his 
scheme of fire insurance, advocated building extension in London, discussed the 
possibilities of land-banking, and contributed a tract to the currency controversy 
of 1696. 

In all these publications, however, Barbon touched on distinctively economic 
subjects. For instance, in one of his first publications he theorized on the sub- 
ject of the origin of rent as follows: 


When mankind is civilised, instructed with arts, and under good government . . . the 
rich are fed, clothed, and housed by the labours of other men, but the poor by their own, 
and the goods made by this labour are the rents of the rich men’s land (for to be well- 
fed, well-clothed, and well-lodged without labour either of body or mind is the true defi- 
nition of a rich man).® 


The pamphlet A Discourse of Trade (1690), which is the main subject of this 
paper, is of a more general nature than Barbon’s other controversial tracts. 
Professor Stephen Bauer, the outstanding authority on Barbon’s life and works, 
is of the opinion that certain of its passages place Barbon as an economist above 
both Petty and Locke, and that it contains the ablest refutation of the theory of 
the balance of trade before Hume and Smith.’ Nevertheless A Discourse of 
Trade apparently did not make a stir when it was published. ‘Of the circum- 
stances under which it was written,’’ Hollander writes, “‘and of the obscurity into 
which it appears promptly to have fallen, nothing is known.’” 

Professor Bauer has already dwelt in detail upon what might be called the 
business aspect of Barbon’s writings. In the following analysis I shall be more 
concerned with his broader economic and. industrial interests, as reflected in A 
Discourse of Trade. 


II 


The opening sentence of A Discourse of Trade might be Adam Smith’s diagnosis 
of the wealth of nations: 


The greatness and riches of the United Provinces, the States of Venice, consider’d 
with the little tract of ground that belongs to either of their territories, sufficiently demon- 
strate the great advantage and profit that trade brings to a nation. 


5 Quoted in Palgrave’s Dictionary of Political Economy, Vol. I, p.119. Shortly after this 
Barbon anonymously opposed the opinion that London was growing too large and that 
building new houses there drained inhabitants from the country. 

6 Article in Palgrave, op. cit., p. 120. 

7Introduction to A Discourse of Trade, by Nicholas Barbon, reprinted by the Johns 
Hopkins Press, Baltimore, 1934. (All subsequent quotations from Barbon are from this 
volume.) Incidentally, a clue to this obscurity Hollander mentions has perhaps been given 
by a French author, Michel Chevalier. Writing in 1852, he points out that Barbon held 
that ‘la valeur des monnaies . . . est determinée par la marque appliquée par la gouverne- 
ment qui, des lors, peut accroitre cette valeur en rendant les pieces plus légéres. Cette 
lourde et inconcevable erreur enleva toute autorité 4 l’ouvrage de Barbon; et fut probable- 
ment la cause de l’oubli dans lequel il tomba bientét.”’ (Dictionaire de l’economie politique, 
ed. Charles Coquelin, Paris, 1852, Vol. I, p. 145.) Chevalier ascribes to Barbon “le merite 
d’avoir démontré 1’un des premiers le sophisme de la ‘balance du commerce.’ ”’ 
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As might be expected from a patriotic Briton in a period of rising nationalism 
Barbon’s first argument for free trade stems from the point of view of national 
defense. Recounting how “stones, bows, arrows, and battering rams, with 
other wooden engines, which were in all places easily procured or made” are now 
“grown out of use,” he points out that “trade is now become as necessary to 
preserve governments, as it is useful to make them rich” (Preface). He lays 
great stress on the invention of gunpowder, which has introduced “another sort 
of ammunition and artillery, whose materials are made of minerals, that are not 
to be found in all countries; such as iron, brass, lead, salt-petre and brimstone.” 
Where these important minerals are lacking, Barbon says, they must be procured 
by “‘traffick” if the nation is to survive. 

These and similar passages place Barbon among the first to realize the implica- 
tions of the changing technology of his time. Iron, brass, lead were becoming 
important indeed—for peace as well as for war. Barbon clearly saw that the 
revolution in basic construction materials meant the progress of those nations 
which utilized the new metals and built their economy on them, and just as surely 
meant the decline of nations which did not see this. 

There were many in England who did not (or would not) see. ‘There is 
nothing more unknown, or that men differ more in their sentiments, that the 
true causes that raise and promote trade, notwithstanding the great influence 
that trade now hath in the support and welfare of states and kingdoms” (p. 5). 
None of the important writers emphasize trade, not even ‘‘Machiavel,”’ although 
he lived in a government where the Medicis had acquired their riches by mer- 
chandising. ‘Trade was not in those days useful to provide magazines of 
wars....” British writers on economic subjects do no better. The reason is 
that they consider trade from the narrow point of view of the merchant and, 
falling into a common projectionist fallacy, assume that what’s good for an indi- 
vidual is also good for the nation. 


The merchant and other traders who should understand the true interest of trade do 
either not understand it, or else, lest it might hinder their private gain, will not discover it. 
Mr. Munn a merchant, in his treatise of trade, doth better set forth the rule to make an 
accomplished merchant [Title of ch. 1 of Mun’s magnum opus: “The knowledge and 
qualities, which are required to be in a perfect merchant of forraign trade.’’] than how it 
may be most profitable to the nation. 

The reason why many men have not a true idea of trade is, because they apply their 
thoughts to particular parts of trade, wherein they are chiefly concerned in interest; 
and having found out the best rules and laws for forming that particular part, they govern 
their thoughts by the same notions in forming the great body of trade... (pp. 6, 7). 


There follows a graphic description of the bickering among the various traders, 
each pleading for its special interest and each striving to attain special privileges, 
“the Turkey-merchants against the East-India-Company, the woollen-draper 
against the mercers, the upholster against the cain-chair-maker.” However 
pretty the arguments advanced 1nay appear, Barbon warns, their conclusions, 
“which are for limiting and confining of [trade] to number, persons, and places, 


are directly opposite to the inlarging of it” (p. 7). If the nation listened to 
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such pleas “there would be but a few trades left for the next generation of men 
to be employ’d in, a much fewer sorts of goods to make, and not a corner of the 
world to trade to, unless they purchase a license from them.”? Here we have a 
Henry Wallace of the seventeenth century, warning of the dangers of monopolies 
and cartelization. 

The antithesis between Barbon and the mercantilists is complete. The mer- 
cantilists are concerned with the increase of money; Barbon with the growth of 
the arts and crafts. As Max Beer says, Mun looks upon the world mainly with 
the eyes of a merchant; “‘Barbon’s economic world is formed by the manufac- 
tory, the field, and the mineral mines.’ 


I 


In the chapters which follow this preface with its blasts at mercantilism, Bar- 
bon touches on half the topics of economics. His wide interests are also evi- 
denced by incursions into a number of other subjects. Much of the discussion 
is elementary (Barbon finds it necessary, for instance, to point out that “artif- 
icers’” are called by several names—‘“clothier, silk-weaver, shoomaker, or 
hatter’’—according as they make “cloth, silk, shooes, or hats’) but there are 
many stimulating passages and all lack the flavor of unreality which pervades 
too much economic writing. 

Barbon first occupies himself with a technological theory of resources and in 
connection with this offers a devastating critique of Thomas Mun which both 
Viner and Beer, among other critics, have complimented. The riches of a 
country, he argues, are perpetual, and never to be consumed; not only do beasts, 
fishes, and plants naturally increase but the arts by which “artificial stocks” are 
made—such as weaving and iron manufacture—make these inexhaustible. 


This sheweth a mistake of Mr. Munn, in his Discourse of Trade, who commends 
parsimony, frugality, and sumptuary laws, as the means to make a nation rich; and uses 
an argument, from a simile, supposing a man to have 1000£ per annum, and 2000£ in 
a chest, and spends yearly 1500£ per annum, he will in four years time waste his 2000£. 
This is true, of a person, but not of a nation; because his estate is finite, but the stock of 
a nation infinite, and can never be consumed; for what is infinite, can neither receive 
addition by parsimony, nor suffer diminution, by prodigality (pp. 10-11). 


This polemic against parsimony has a very modern sound indeed, with mem- 
bers of the Cambridge School urging pyramid-building and dirge-singing as 
remedies for unemployment if the Elder Statesmen can be convinced of nothing 
better. 

In the remainder of Chapter I Barbon develops a theory of natural advantage 
similar to that of the nineteenth-century German economist Thiinen. Com- 
modities become staples of countries ‘‘by difference of the quality or conveniency 
of place where they abound, where they are either best or easier acquired or 
exchanged... .”’ (p. 10). And he also gives attention to the important phenom- 
enon of “borrowing,” which, although familiar to anthropologists, perhaps 


8 Early British Economics, p. 207. 
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Veblen alone of latter-day economists has sufficiently emphasized. Foreign 
staples carried on by monopoly are uncertain wealth, he says, for 


The sole possession of that trade or art . . . is uncertain; for other nations find out the 
way of trading to the same place; artists . . . travel into other countries, and the arts are 
discover’d. Thus Portugal had the sole trade of India; afterwards the Venetians got 
a great share of the trade, and now the Dutch and the English have a greater share than 
both; the arts of making several sorts of silks, were chiefly confined to Genoa and Naples; 
afterwards travelled to France, since into England and Holland, and are now practised 
there in as great perfection as they were in Italy; as have other arts wander’d, as the mak- 
ing of looking-glasses from Venice into England, the making of paper from Venice into 
France and Holland (pp. 11-12). 


IV 


Chapter IT, “Of the Quantity and Quality of Wares,’”’ shows Barbon’s essential 
pragmatism and is incidentally interesting for the light it throws on the science 
of the day. In discussing the various means of measuring commodities Barbon 
notes: 


The reason of gravity is not understood, neither is it material to this purpose; whether 
it proceeds from the elasticity of the air, or weight of the utmost spheer, or from what other 
causes, it’s sufficient, that the ways of trying the weights of bodies are perfectly discovered 
by the ballance (p. 12). 


He goes on to point out that the differences in qualities of wares are distinguished 
with difficulty. Barbon’s comments to the effect that the qualities of such arti- 
ficialities as ‘“‘knives and razors, whose sharpness arise from the good tempera- 
ment and mixture of the steel” are “‘difficultly discover’d,”’ are worth more than 
volumes of metaphysics based on the assumption of the all-wise “economic 
man.” 

Again Barbon is out of the main current, which has clung to a hedonistic 
psychology. This psychology assumes that men are moved by capricious 
autonomous “wants,” and that they are guided in their choices by omniscient 
intuition. Barbon points out the homely facts of ignorance, habit, fraud, and 
tricky dealing. 


v 


Barbon opens Chapter III with the statement that ‘“The value of all things 
arise from their use; things of no use, have no value, as the English phrase is, 
they are good for nothing” (p. 13). He points out, however, that ‘‘things of use”’ 
are not limited to the general necessities of food, clothes, lodging, and the like. 
Under the present dispensation man finds useful ‘everything that is rare, can 
gratifie his senses, adorn his body, and promote the ease, pleasure and pomp of 
life.’ Especially regarded as valuable are those things which fall in the class of 
body adornments, and Barbon devotes considerable space to an invidious theory 
of dress. 

“The decking of the body,” Barbon says, “is the mark of difference and 
superiority betwixt man and man,” and goes on to note that “there never was 
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any part of mankind so wild and barbarous, but they had difference and degree 
of men amongst them, and invented some things to shew that distinction” 
(p.14). “Those that cloathed with skins, wore the skins of beasts most difficultly 
taken: thus Hercules wore a lyons skin; and the ermins and sable, are still 
badges of honour.” Bringing in the element of conspicuous waste, he writes 
that “the degree of quality amongst the Affricans is known by the waste cloth, 
and amongst those that go naked, by adorning their bodies with colours, most 
rare amonst them, as the red was the colour most in esteem amongst the ancient 
Britains” (p. 15). And both that “most ancient and best of histories, the 
Bible” and a look around Britain show that earrings, bracelets, hoods, ‘‘vails,”’ 
and “changeable suits of apparel” are general badges of honor. ‘From this use, 
pearls, diamonds, and precious stones have their value: things rare are proper 
ensigns of honour, because it is honourable to acquire things difficult” (p. 15). 

Barbon’s general theory of value is unusually acute, and does not suffer from 
the optimism which marked later economists. ‘Things are just worth so much, 
as they can be sold for, according to the old rule, valet quantum vendi potest’ 
(p. 16). 


VI 


In Chapter IV Barbon develops a state theory of money. Such theories have 
been in disfavor, but it is a reasonable assumption that this situation will change 
with the growing lack of faith in the automatic operation of the price system. 
Indeed, the situation has already changed and as a proponent of money as a 
tool and therefore of a managed currency Barbon does not lack companions in 
the present day. His own views, as Beer points out, stem from the schoolmen. 

““Mony is a value made by a law” and it is ‘‘a change or pawn for the value of 
all other things.” For this reason ‘‘the value of mony must be made certain by 
law” (p. 16). The various theoretical questions which could be raised against 
this view do not touch what is apparently Barbon’s main thesis: money should 
not run the economy, but vice versa; money is an instrument. 

Again, Barbon is not naive when it comes to gold: 


It is not absolutely necessary, mony should be made of gold or silver; for having its 
sole value from the law, it is not material upon what metal the stamp be set. Mony hath 
the same value, and performs the same uses, if it be made of brass, copper, tin, or any 
thing else (pp. 16-17). 


This view, of course, was quite heretical at the time. In spite of taking this 
stand, however, Barbon goes on to recommend gold and silver as currency, 
claiming as his chief reason for doing so, that these metals are hardest to counter- 
feit. 

Barbon is quite impatient with men who think that gold and silver have an 
intrinsic value. ‘‘If the vertue were to be considered,” he says, and here again 
he shows the realism which puts him above the majority of his contemporaries, 
“the Affrican that gives gold for knives, and things made of iron, would have the 
odds in the exchange; iron being a much more useful metal, than either gold or 
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silver” (p. 18). And he concludes with the general principle that ‘‘nothing in it. 
self hath a certain value; one thing is as much worth as another: and it is time 
and place, that give a difference to the value of all things.” 

The chapter is also interesting for its remarks on the gold trade (when Barbon 
jibes that “half which is dug in the West, is buried in the East,” it reminds of our 
own Fort Knox), and on Western Europe’s change to a credit economy then be- 
ginning, and for its plea for a “‘publick bank.” Barbon wonders that “since 
there is so much ease, dispatch, and safety” in a public bank, the London busi- 
nessmen have not yet seen to the establishment of one (p. 19). Finally, this 
chapter contains the bit on interest which Palgrave claims places Barbon as an 
economist above both Petty and Locke. The chief point of concern here, how- 
ever, is that, as in the case of money, Barbon treats interest instrumentally, and 
believes that it should be fixed by law (p. 21). 


Vil 


The fifth chapter, ‘“Of the Use and Benefit of Trade,” is probably the most 
interesting of all. It contains, in addition to a glowing account of commerce, 
treatises on the arts, empire-building, population, ancient civilization, language, 
and rent. Of the former Bauer has written 


The praise which Barbon bestows on trade forecasts the celebrated passages on the 
consequences of the division of labour in the Wealth of Nations, especially his denying of 
the importance of increasing money.’ 


Barbon begins with a catalogue of the occupations: brewers and bakers, 
apothecaries and surgeons, cutlers and gunsmiths, saddlers, perfumers, “‘fidlers,”’ 
“semstrisses”’ and “taylors” are all here. ‘“Thus busie man is imployed, and it is 
for his own benefit.”” The use of these callings, he says, is ‘to make and provide 
things necessary: or useful for the support, defence, ease, pleasure, and pomp 
of life...” (pp. 21, 22). 

It is to this division of labor that modern society owes its progress. ‘By trade, 
the natural stock of the country is improved,” 


The wool and flax, are made into cloth; the skins, into leather; and the wood, lead, 
iron, and tin, wrought into thousand useful things: the over-plus of these wares not useful, 
are transported by the merchants, and exchanged for the wines, oyls, spices and every 
thing that is good in forreign countries (p. 22). 


Barbon is careful not to forget the nobility; they too will be benefited. ‘Trade 
raiseth the rent of the land, for by the use of several sorts of improvements, the 
land yieldeth a greater natural stock;!° by which, the land-lord’s share is the 
greater.”” And in the passage which follows he gives a striking contrast of a 
country with and without trade. This quotation illustrates Barbon’s grasp of 
the significance of an advanced technology: 


By trade, the inhabitants in general are not only well fed, clothed and lodged; but the 
richer sort are furnished with all things to promote the ease, pleasure, and pomp of life: 


9 In Palgrave, op. cit., p. 120. 
10 Had Malthus and Ricardo heard about this? 
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whereas, in the same country, where there’s no trade, the landlords would have but coarse 
diet, coarser clothes, and worse lodgings; and nothing for the rent of their lands, but the 
homage and attendance of their poor bare-footed tenants, for they have nothing else to 
give (p. 22). 


In other words, you can’t get blood from a turnip. Everybody in a community 
benefits from a technical advance, and it is only general advances, reflected in 
“the inhabitants in general,” which can count appreciably even for the leisure 
class. Historically this fact has been a little hard for Bourbons to apprehend, 
and still is. 

Barbon turns now to another benefit of trade: ‘It doth not only bring plenty, 
but hath occasioned peace” (p. 22). The Northern tribes used to conquer the 
peoples of the warmer climates to make room for themselves; now they have 
turned from warlike enterprise to productive pursuits. ‘The land by their 
industry is made more fertile,” and through exchange, “those countries become 
most habitable; and the inhabitants having warmer food, clothes, and lodgings, 
are better able to endure the extreamitys of their cold seasons...” (p. 23). 
The former marauders are now so much better off (“Trade allows a better price 
for labourers, than is paid for fighting”) that there have been no invasions for 
eight hundred years. 

In the light of what we have learned recently about. the international struggle 
for markets (7.e., war), Barbon’s dictum that trade brings peace must lose some 
of its appeal. Yet there is no doubt that commercial intercourse and the in- 
creasing spread of arts must be accompanied by that increasing broad and 
cosmopolite view which is the chief enemy of the warring animus. 

Barbon’s discussion of a fourth benefit of trade—the benefit to the sovereign— 
is obviously a political move. ‘Trade increaseth the revenue of the govern- 
ment, by providing an imploy for the people,” for every worker pays something 
to the government in the way of excises and customs. ‘The more every man 
earns, the more he consumes, and the king’s revenues are the more increased” 
(p. 23). 

This indirect appeal to the king is the basis for both Johnson’s and Viner’s 
claim that Barbon’s free-trade advocacy is in the nature of a political expedient. 
Viner explains Barbon’s views by his connection with the East India Company. 
This company’s balance of trade was unfavorable, he says, so its adherents 
tried to meet the mercantilist attack by, first, imputing to the East Indian trade 
indirect effects which were to be in the long run favorable, then questioning the 
possibility of applying the balance test to any particular trade, and finally (in 
the case of Barbon) explicitly rejecting the validity of the balance of trade 
doctrine. To Barbon, Viner says, “freedom of trade means the freedom of the 
East India Company”’ to remain a monopoly." 

The tenor of A Discourse of Trade does not seem to justify this theory. Al- 


11 Studies in the Theory of International Trade, pp. 10-12, 117. Cf. also W. J. Ashley’s 
Tory Origin of Free Trade Policy in which he says Child, Barbon, Davenant, and North 
had one other thing in common besides their “‘liberal’’ views: they were all Tories. 
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ready in this paper we have noted Barbon’s critique of the projectionist fallacy 
and his censure of Thomas Mun. Again in the last chapter (“Of the Chief 
Causes of the Decay of Trade,” p. 35 ff.) he urges against all manner of special 
privileges, prohibitions, and tariffs, and warns that other nations will retaliate 
to protectionist policies. Moreover, the general tone of the pamphlet is an 
intellectualist not a partisan one. This is not to say that the class-interest theory 
of philosophy is not perfectly good and legitimate procedure, but only that it 
seems to fail of adequate explanation in this particular case. 


VIII 


Barbon’s theory of population which is developed in this chapter is of such 
interest that it will be treated separatcly. It is a technological theory, meaning 
by that that Barbon’s explanation of the “increase of mankind” runs in terms of 
the advance of the arts. 

“The ground is made more fertile,’ he says, “and yields greater plenty of 
food.” This is why historians of the past three hundred years have not noted 
those “great Famines’”’ which were formerly so common and “destroy’d great 
numbers of mankind” (p. 24). Furthermore, “by dreining great bogs, lakes, 
and fens, and cutting down vast woods... the air is grown more healthy; so 
that plagues, and other epidemical diseases, are not so destructive as formerly ....” 
When plagues struck in former times ‘‘there were not left ten in a thousand; 
and in other parts of Europe, not enough alive to bury the dead.”” But the great- 
est plague since (1665) “did not take away the hundredth person in England, 
Holland, and other countries where it raged’”’ (p. 24). 

Barbon goes on to paint a terrible picture of the ‘‘antient countries,’’ where 
the inhabitants are “barbarous” and “without arts.”” But in the modern world, 
“the woods are cut down, and the lyons, bears, and wild beasts destroyed .... 
Corn grows where the woods did, and with the timber are built cities, towns, 
and villages; the people are cloathed, and have all arts among them”’ (p. 25). 
He proves his theory by the ‘‘Doom-Day-Book,”’ a survey of population in the 
eleventh century, “by which it appears that the people of England are increased 
more than double since that time.”’ 

“Since printing, and the use of the needle hath been discovered, navigation is 
better known, and thence is a greater commerce amongst men, the countries 
and languages are more understood, [and] knowledge more dispersed .. .” 
(p. 26). Not only is knowledge more widespread, but “the arts of war [are] 
in all places known; so that, men fight more upon equal terms than for- 
merly;' and like two skilful fencers, fight a long time, before either gets ad- 
vantage.”’ The moral is, that nowadays there are great difficulties against 
‘inlarging of empire by arms”; the sensible way to do it is by trade. World- 
states of the future will be built by navies, not armies, with trade and the mer- 
chant marine building dominions by peace. All this is excellent prophecy: 
“England,” Barbon concludes, “‘seems the properer seat for such an Empire” 
(p. 31). 


12 Or, as Carlyle put it, ‘“Gunpowder made all men the same height.”’ 
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A final word about what may be called Barbon’s underconsumption theory. 
As Bauer points out, he is dead against the mercantilist views of “sparing for 
exportation.” 


Prodigality is a vice that is prejudicial to the man, but not to trade ...; covetousness 
is a vice, prejudicial both to man and trade; it starves the man and breaks the trader 
(p. 32). 


The covetous man thinks he grows rich, but in reality he grows poor. By 


not consuming there rises a “dead stock, called Plenty,” which causes values to 


fall, including those of land and money. 


A conspiracy of the rich men to be covetous, and not spend, would be as dangerous to a 
trading state, as a forreign war; for although they themselves get nothing by their covet- 
ousness, nor grow the richer, yet they would make the nation poor (p. 32). 


This is of course what Mr. Keynes is talking about when he says that the absti- 
nence of the rich, far from aiding progress, actually impedes it. 

And again Barbon dwells on the stimulus furnished industry by expenditures 
on dress and building, ‘the chiefest promoter of trade.” At the close of this 
chapter this ‘“‘early modern,” hundreds of years ahead of his time, advocates 
public housing and highway projects. 


x 


What now can we say in summary of the economic thought of Nicholas Barbon, 
medic and insurance man, M. P. and contractor, who in the seventeenth century 
chronicled the Industrial Revolution, predicted the British Empire, laid the law 
of diminishing returns (before it was formulated), and warned of the dangers of 
underconsumption? This much seems clear. Barbon’s work is novel and valu- 
able not so much for his specific theories, but for his methodology or point of 
departure. Not only was he realistic and naturalistic, but in every instance 
Barbon’s starting point was the cultural rather than the individual. His con- 
temporaries and those who came after him took the other way round and per- 
force were driven to elaborate, barren metaphysical speculation. 

A false psychology has prevented economists from getting an adequate picture 
of human behavior. So long as it is held as an article of faith that individual 
“feelings” determine activity,menare blindly subject to the real determinants— 
caprice and custom. As our knowledge of cultural patterns increases, belief in 
the beneficence of the free price system will continue to wane. For it is only by 
magic—the same magic which creates autonomous self-determined individual 
souls—that the price system uncontrolled could guarantee progress. 

If a study of Barbon points one moral, it is this: the reformation of political 
economy must begin with a reconcentration on institutions, technology, cere- 
monial patterns, habits of thought. These are the materials of economic theory. 
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I 


The economic policy of the United States must always be in accord with polit- 


ical realities. Two essentially political ideas now generally accepted are, (1). 


that no one should make profits at the expense of others during wartime, and 
(2) that no one should be unnecessarily damaged in such a way as to disturb his 
relative status as a result of the war. 

The argument over consumer subsidies is largely couched in these terms. One 
side claims that the farmer, or at least the ‘“‘top-drawer” farmer, is trying to 
profiteer at the expense of the consumer, while the other side claims that its 
opponents are trying to give a disguised wage increase to wage earners by allow- 
ing them to receive farm products without paying their full costs. This has led 
many to the belief that the argument is largely political in nature, involving 
primarily a decision as to who is to bear the burden of increased farm costs. 

To the extent that the argument revolves about the validity of the political 
“realities’’ presented in the first paragraph, this contention is true. The bulk 
of the argument, however, seems to involve the effects of alternative methods of 
achieving the needed production assuming the political ends enumerated above. 
Each method will produce different effects. The problem of this paper is to 
choose the economic device that is most nearly in harmony with these two re- 
lated political criteria. 

The task of comparing the various economic techniques will be greatly simpli- 
fied if three diagrams are used. For economy of discussion, resort has been made 
to a special type of industry cost curve. It is designed to reflect the changes that 
occur in the costs of the individual farms. Thus, the only influence that can 
shift the curve is a shift in the average cost curve of the farms. If prices of fac- 
tors rise or the degree of efficiency varies, then the industry as well as the farm 
curve will shift. In all other cages the height of the curve at any output will 
remain the same. 

To use this curve when different market prices are being considered and still 
avoid the problem of a shifting industry curve due to the changed average costs 
of the farms resulting from their altered output, one must presume that all pro- 
duction beyond a certain point is a composite of production from “new” farms 
and additional production from old farms. Thus, in Figure 2, below, the 
quantity ON is to be regarded as being produced by the same farms at the same 
costs at all prices equal to or greater than OF. All additional output of the many 
“old” farms is included between N and N’ along with production of farms just 
drawn into the field. It is true that this additional production, if figured in 
with the “normal” production of the “‘old’’ farms, would raise their average costs, 
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but a distinction between “normal” and “additional” production is crucial to 
the following discussion. 

Since it will be presumed that sub-marginal firms may start production, thus 
altering the use of the land, the curve represents a long-run relationship. For 
convenience it will be referred to below as a “long-run average cost curve.” 
That it is not the orthodox curve, however, should not be forgotten. 

There are two reasons for increased farm costs, (a) increased costs due to an 
increased cost of the factors of production which have not been counterbalanced 
by improved techniques, and (b) increased costs due to an expansion of output. 
These two causes of increased costs are very different from an analytical point 
of view and must be discussed separately before a general conclusion can be 
reached. 


II 


In the case of increased costs of production due to increased costs of labor, 
supplies, etc. which have not been counterbalanced by increased efficiency, it 
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may be assumed that the cost of production at all levels of output has been in- 
creased. Thus in Figure 1 the average cost for the various farms which for- 
merly ranged from OA to NB will have increased to range between OC and ND. 
To avoid confusing the problem of the distribution of the burden of costs with 
the problem of rationing, and clearly to separate increases in costs due to in- 
creased factor prices from those due to changes of output, it is convenient to 
presume that the same quantity will be taken at any price in the first stages of 
our analysis. The demand curve has, therefore, been drawn with the quantity 
equal to ON at all prices. In this special case the normal market price will in- 
crease in accordance with the costs on the marginal farm in the absence of special 
controls. Since all farms have experienced the price rise it may be presumed, 
under competitive assumptions, that all farms will gross somewhat more al- 
though if each is assumed to have experienced the same rise in average costs, 
they will discover no change in their net profits. This is shown diagrammatically 
by the correspondence of the triangles ABF and CDG. 
To permit the farmer to maintain his previous profit position under these 
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circumstances will cost the consumer the full increase in price on each item pur- 
chased, a sum indicated by the area FBDG. The same results might be ob- 
tained at a lower cost to the consumer through a use of subsidies. If the con- 
sumer is taxed and from these funds the farmers are paid a subsidy to cover all 
actual losses on additional production only the amount indicated by the area 
HBD would be required to induce the production of ON units. This is a saving 
of GFHD to consumers in general since they will pay ON BF for the goods plus a 
tax equal to HBD instead of the whole area ONDG.' But farmer’s profits 
would be greatly reduced, from AFB to CFH. 

To these two economic methods of securing the desired output let us now apply 
the two political tests. Test one was to the effect that war profiteering should 
not be permitted. If the price is allowed to rise, can the farmers rightly be ac- 
cused of profiteering in the case described by Figure 1? Since profits are about 
the same before and after the price rise this contention is hard to establish. The 
reason for the rise in farm costs lies in the increased prices permitted to the fac- 
tors of production that the farmer must buy. The farmer is merely maintaining 
his position by increasing the price of his produce. Moreover, since others are 
receiving higher prices, farm groups may reasonably conclude that buyers can 
afford to pay higher prices for farm products. If the second political test is 
invoked, this conclusion is strengthened. It states that no one group should be 
singled out to bear undue burdens that would worsen its relative position. But 
if subsidies were introduced with the results illustrated, farmers’ profits would be 
reduced from CDG to CHF, a marked reduction that is hard to justify since those 
who supply the farms are permitted to charge higher prices. In this case farmers 
would be subsidizing the consumption of food out of their profits. Thus a de- 
cision involving the distribution of a real economic burden due entirely to in- 
creased costs of the factors of production should be in favor of a higher price on 
farm produce if it is to activate the accepted political principles. 

There is an additional argument of an economic and administrative nature 
which may properly be stated at this point. We have used a diagram which 
pertained to a specific farm product. But there are many products that can be 
raised on the same farm. ‘To secure the results described above, it was neces- 
sarily presumed that the alternative uses of the land would yield no better profits 
than those permitted under the governmental policy selected. If subsidies were 
given for one product but price rises were granted to another, where both could 
be grown on the same land, most of the producers would transfer to the other 


1 If the subsidies are paid by additional borrowing of the Federal government the burden 
may be shifted to consumers via higher prices, but this inflationary tendency will be smaller 
than under a full direct increase in prices since the subsidy is smaller. This conclusion is 
based upon the assumption that if the full price increase were permitted it would be paid by 
consumers through a reduction of their average cash balances or by other means that would 
expand the total amount of money payments. 

In the long run, subsidies paid by additional government borrowing might not raise 
prices. For if prices are held now, in spite of such policies, due to increased individual and 
corporate savings such ‘‘saved”’ funds might reach the market at a time when the relevant 
effective supply curves were nearly flat. 
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product and the desired quantity of the subsidized product would not be forth- 
coming. Detailed information and careful administration might overcome this 
difficulty, but the politically based objections still stand. 


Ii 


Increased costs, however, have not been associated with a constant output. 
Many of the costs are traceable to greatly increased output. This presents a 
distinctly different problem which cannot be decided by reference to the analysis 
of the preceding section. Presuming that the cost of any particular quantity of 
goods on any given farm remains constant, more or less may be produced in ae- 
cordance with higher or lower prices. Thus, ignoring the complexities introduced 
by expectations, the average costs of the various farms vary from OE to N’C in 
Figure 2. Because of the war the demand for this product has increased by 
about one-third and, as a result, less efficient farms and more intensive cultiva- 
tion have become profitable. 
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Assuming that the increased demand is for a crop that is essential for the war 
effort, the question once more involves a choice between two economic devices 
for securing the increased output, a price rise versus a subsidy. A price rise of 
DC to the price of N’C will result in the desired increase in output. It will cost 
the consumer NBFGCN’ more than did the smaller quantity previously taken, 
and will increase the profits of the farmers from EBF to ECG, an increase of 
FBCG. 

To achieve the same result through subsidies would involve the payment of 
BDC, to cover losses undergone in expanding output, in addition to the amount 
spent for the additional output NBDN’ at the ceiling price, NB, in addition to the 
amount paid in 1940. This is FBCG less than that paid if the price is allowed to 
rise. If ON’ includes all essential production, then the demand may be said to 
exceed the available supply at the ceiling price by the quantity N’M. This will 
necessitate rationing. 

Let us now apply the political tests to these alternatives. So far as profiteer- 
ing is concerned the farmers would stand indicted and under severe threat of 
conviction. The greatly increased profit area, ECG instead of EBF, clearly 
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shows that well-to-do farms would be making greater profits, while farms that 
were formerly marginal show substantial gains. In regard to the relative posi- 
tion of the farming groups it can no longer be convincingly argued that the farm- 
ers are falling behind. The tangible evidence visible before, increased costs of 
the things that farmers buy, is lacking here. The peacetime argument, to be 
sure, may still be used. This argument, briefly stated, is that there has been an 
increase in the value of farm products which should not be discounted. The 
higher profits are nothing more than perfectly proper economic rents that be- 
long to the suddenly scarcer and more valuable agents. Consequently, any 
perversion of the pricing system that hides these increased values will result in 
a mal-utilization of productive facilities due to the incorrect values that have 
been assigned to them. 

This argument is correct in logic, granting the assumptions. While these 
assumptions are approximated in peacetime the author does not believe that 
they are in wartime. Few would argue that the high prices paid for farms during 
and immediately following the first world war were good estimates of their 
value and led to the best utilization of the lands in question. Major wars seem 


to bring fluctuations in value which tend to be exaggerated by: the pricing 


mechanism since the people doing the buying and selling are not experienced 
with such tumultuous times. Thus this economic argument seems weak in the 
face of the strong political considerations. 

Our conclusion is, then, that in cases where higher costs are due to increased 
production alone subsidies meet the political tests much better than do price 
increases. Economic objections may be raised against this conclusion by ques- 
tioning the wisdom of the first of the political tests, i.e., the prevention of war- 
time profits. But this objection rests on the assumption of well-informed buyers 
and sellers, a condition that can be only imperfectly sustained. 


IV 


The present farm situation cannot be described solely in terms of either of 
the two situations presented above. Although some of the basic factor costs 
have increased substantially, output has also been stepped up significantly by 
resort to more intensive and extensive cultivation. 

This double cause of increased costs is not embarrassing on analytical grounds. 
The share of the increased costs due to higher average cost curves may be dis- 
tinguished from that associated with increased output by combining the two 
diagrams used above. 

Figure 3 is a combination of the two preceding diagrams. In 1940 DA was 
the long-run average cost curve, D1940 the demand curve, indicating sales of ON 
at the price of OB. Since then it is presumed that the cost curve has risen to 
CE and the demand curve to D1944. The question is whether a subsidy or a 
price rise is the proper wartime device to secure the needed increase in output. 

Following the logic developed in the preceding sections, a price rise equal to 
the increased costs of the marginal farm in 1940, JA on the diagram, should be 
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allowed. This will increase the ceiling price to OH and would result in the sale 
of OR units unless rationing were used. Since the principal object of price con- 
trol is to permit a better distribution of goods and services rather than to stimu- 
late output, direct rationing would be necessary to take the place of the higher 
prices that would formerly have performed the function of restricting the total 
number of sales. By permitting a price rise of this amount the average farmer 
would find his profit position unchanged, thus fulfilling the first political condi- 
tion that war profits not be permitted. To encourage the additional output 
needed, NM, where the cost is greater than the ceiling price, subsidies would be 
paid for additional production at both the intensive and the extensive margins 
of cultivation. The total amounts of such subsidies would equal the area JFE. 
They would be merely enough to cover the difference between the money re- 
ceipts from additional sales and the costs of the additional units of output, in- 
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cluding among the costs a fair income to the farmer. This arrangement meets 
the two political tests stated before. 


: 


No actual solution can be as simple as that outlined above. In the first place 
the curves used are most difficult to isolate. In the second place the breakdown 
of the subsidy payment to individual farms involves tremendous difficulty, 
especially in cases where one must decide, for example, the “‘cost’’ of the “addi- 
tional” 50 gallons of milk produced a month by an already prosperous dairy 
farmer. Third, a definite decision as to the desirable quantity to be produced 
must be predetermined rather than left to the interplay of market forces. 
Fourth, if prices are left free in some areas and not in others the shifting of 
farms from the production of one product to another may invalidate the con- 
ception of ‘‘normal profits” in any field. Fifth, the administrative cost, in men 
and materials as well as money, which must be added to the tax burden must not 
exceed the consumer gains. To these and similar difficulties may be added a 
final political one. Not all of the groups directly affected are likely to be per- 
suaded by the fairness of the arrangement. 
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Techniques for affecting a proper division of the burdens of increased war 
production between producers and consumers must vary widely. It is not the 
purpose of this paper to enter into a particular discussion of any given product, 
but rather to aid in the effort to choose the appropriate economic devices to 
implement our national program of production. Our reasoning seems to have 
led us to the statement of a new question. The question is not one of choosing 
price rises or subsidies, but instead is quantitative. The question is how much 
price rise, how much subsidy? 
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From Economic Theory to Policy. By E. Ronald Walker. Chicago: The Uni- 
versity of Chicago Press, 1943. Pp. vii, 273. $3.00. 

Dr. E. Ronald Walker was for many years a professor of economic theory at 
the University of Tasmania, but in recent years he has become an economic ad- 
viser to the Department of War Organization of Industry, Melbourne, Australia. 
In his book, From Economic Theory to Policy we get a pretty clear insight into 
the problems involved in such a transition. In this book he lets his readers 
know that, as a policy maker he has definitely come to the conclusion that 
economics is a normative science; that economists must be ready to say that 
these things ought to be done and these things ought not to be done; that the 
economic theorist must descend from his ivory tower of isolation, cross the moat 
into the outside world of reality and attempt to “hustle history” by advising 
men and nations as to the best ends to pursue and the best means of obtaining 
them. : 

Chapter I deals with ‘“‘The Gulf Between Theory and Policy.”” The author 
says that the economists of the eighteenth and nineteenth centuries deliberately 
dug that gulf “in an attempt to attain objectivity and certainty”—‘to win for 
economics a place among the ‘sciences’,”’ (p. 3) and that the later economists 
have “shed much of the ethical, technological, and sociological content”’ of polit- 
ical economy until now “most modern economists deny the competence of their 
science to formulate ends or objectives.” (p.3.) ‘To this extent the gulf be- 
tween theory and policy is of the economist’s own making. (However,) if.it 
was necessary for the growth of theory to make this gulf, to cross it (now) is 
equally necessary for the application of theory to policy.” (p. 5.) 

Thus we immediately see that Dr. Walker is a ““‘Welfare Economist” who at- 
tempts to choose the best ends and then wishes to lend his aid to the government 
in order to achieve those ends. 

Much of the author’s criticism of theoretical economists who refuse to come to 
grips with reality, is contained in Chapter IV on “Theoretic Blight.” This, he 
defines as ‘‘the development of economics under the impulse of theoretic con- 
struction, for its own sake, along paths which become ever more remote from 
the real world.” (p. 57.) Therefore, if today we find theory and reality so 
completely divorced that theory can contribute nothing to policy making, it is 
because theory was the ‘‘deserter.”’ On this point he says “It is not enough to 
lament the ‘unnatural divorce between theory and fact’ or to plead reconcilia- 
tion. A happy remarriage would not be possible if ‘mutual incompatibility’ 
were the true source of trouble. But it was theory who deserted fact, and not 
even his mental cruelty justified this. Admittedly, fact is difficult to live with 
being capricious and disorderly; but theory promised to honor and obey. Even 
if she only married the brute to reform him, she must adapt herself to his chang- 
ing moods.” (p. 76.) 

We must hasten to add, however, that the author does not propose that 
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economists scuttle their theory when they accept positions with government as 
policy makers, or that they, like puppets, prattle the ideas that please the 
politicians. Rather, he urges that economists devise a theory more adequate 
for the explanation and improvement of economic conditions. In fact, it is at 
this point that he probably inserts the best sentence in the book. ‘Economic 
policy requires not less, but better, theory.” (p. 75.) 

Having made his plea for better theory, he proceeds in Chapter VII to deal 
with “The Problem of Economic Change.” We live in a world of economic 
change, and it is the business of the policy maker to see and anticipate the com- 
ing changes; to plan and make impossible or improbable the coming of unde- 
sirable changes, and also to plan to make inevitable or highly probable the 
desirable changes. In other words, Walker thinks that if the theory is good, it 
will provide a “logical basis for prediction.” (p. 142.) It should be the business 
of economists to work out a correct ‘‘theory of economic development” in order 
that they may be able to predict concrete changes in economic activity. There- 
fore, the real goal of correct economic theory would be to enable the economist 
to engage in “extrapolation.” (p. 143.) By this he means that the economic 
theorist must be such a master of economic history and the theory of economic 
development that he can discover the current economic trend and predict future 
economic developments. And unless the economist can become an ‘“extra- 
polater” with power to predict or forecast with reasonable accuracy the future 
in matters economic, and in the light of this knowledge, formulate a wise eco- 
nomic policy, then the economist will become excess baggage, and economic 
theory will be of little use in policy making. 

The final sections of the book are devoted to “Some Objectives of Policy” and 
‘“‘Welfare Economics.” Quite obviously, if the economist is to assist with 
policy-making he is forced to make a choice of alternative policies. He must 
decide upon ends to be accomplished, and then choose the policy best designed 
to bring that end to pass. Therefore, the economist must be a ‘‘Welfare Econo- 
mist”’ instead of a ‘‘Price Economist.”” He should work for the “‘ccommon good”’ 
or seek the greatest good to the greatest number. If such ends are chosen, then 
policy making becomes quite clear: it would follow that a policy designed to 
increase production is better than one to decrease production. An economy 
of scarcity and high prices might make certain individuals rich but it must of 
necessity make the nation poor. 

Another desirable end, according to Professor Walker, is that of ‘‘Economic 
Freedom.” But “the freedom people demand today is freedom from the condi- 
tions that press upon them, not freedom to choose between the limited opportuni- 
ties that circumscribe their lives.”” ‘The freedom to choose one’s doctor has 
little value to the man who cannot afford a doctor.” (p. 237.) 

The right policy must also give thought to both progress and security. Some- 
where between dynamic progress that yields great insecurity, and smug security 
which stifles progress, there is a golden mean. Policy makers should find this 
middle ground and strive to possess it. 

By way of conclusion, it may be said that Professor Walker has written a 
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work in exact harmony with its title, namely “From Economic Theory to Policy.” 
The reviewer agrees with his thesis that in our attempts to establish economics 
as a true science, we have followed too closely the pattern of thinking as presented 
by Cairnes. It was he who held that political economy is not concerned with 
the solution of social and moral problems. Its aims are not practical but scien- 
tific. ‘If its object be to accomplish definite practical ends, then I say that it 
has none of the characteristics of a science, and has no just claim to the name.’”! 

Such a view of our science may have been defensible at the time Cairnes was 
writing, but today, when economic issues are at the very heart and soul of af- 
fairs on this planet; when policies with respect to economic matters are formu- 
lated all too frequently by men unfamiliar with the fundamental theory of eco- 
nomics; and when as a result, wrong or uneconomic policies are adopted— 
policies which lead to wars among nations, stimulate strife in industry, aggravate 
the swings of the business cycle—then the times decree that those with the clear- 
est grasp of the theory and principles of economics be called in as advisers and 
policy makers. 

And finally, if there be a science of economics, even though an inexact one, it 
would still follow that those with the most thorough mastery of the science 
should make, by and large, the best advisers and policy makers in the field of 
economic affairs. 

Louisiana State University H. L. McCracken 


The Economics of War. By Horst Mendershausen. New York: Prentice-Hall, 

1943. Revised Edition, pp. xiv, 390. $3.35. 

Most of the recent texts on war economics describe some economic features of 
the war and various governmental controls. Compared to the first inconse- 
quential edition, the present publication is almost a new book. It contains 
much new information which renders it a useful guide for students in war eco- 
nomics. It also gives an implicit theory of war economics. This novelty fur- 
nishes the basis for our critical evaluation of the book. We plan to discuss the 
definition of war economics, the scope, phases, and underlying principles of the 
war economy, and the relation between state and economy in wartime. In 
considering these theoretical problems we necessarily touch upon the weak spots 
of the book and cannot emphasize its other achievements. 

Chapter One on the nature of war economics gives three conflicting defini- 
tions of the subject-matter of this new branch of economics. War economics 
deals with (1) the economic activities of governments in any historically known 
war, (2) the allocation of all human and natural resources and instruments of 
production for the prosecution of the war, (3) the features and principles of a 
war economy necessitated by the present total war. The second definition 
overlaps the third, in that it emphasizes one feature of a war economy, and can 
thus be incorporated into the third definition. We then have two different 
topics of war economics. First, there is the wartime economy in which the peace 


1 J. E. Cairnes, The Character and Logical Method of Political Economy, p. 35. (2nd 
Ed., 1875.) ; 
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economy is not fundamentally changed but merely disturbed by the large pur- 
chases of war materials. The resultant repercussions on the structure of em- 
ployment, prices and money do not constitute a new discipline of economics 
but, as Franz Eulenburg showed at length against Otto Neurath in 1915, can be 
explained through a modified theory of inflation. Second, there is the war 
economy which developed in most belligerent countries during the present war. 
Not merely the conditions but also the principles governing the main economic 
processes have been changed. Hence, here is a genuine subject-matter of war 
economics. The author presents data of both types of war economies but he 
does not distinguish between their respective theories and thereby confuses the 
issues. 

The book is divided into three parts; namely, the economic war potential, 
the war economy, and the postwar economy, indicating the scope of war eco- 
nomics. To include the economies of the neutrals, the periods preceding and 
following the war, and the military as well as the civilian sections of belligerent 
countries, is suggestive of a war economy. To present economic data from 
various wars, assuming that all, whether major or minor, have the same effects 
upon economic life, is in keeping with the conception of a wartime economy. 
But to devote seventy pages to the economic war potential, that unfortunate 
child of the disarmament conferences, is hardly justified from either definition 
of war economics. The economic war potential was originally defined as the 
availability of resources and the aptitude of economies to utilize them for pur- 
poses of war. The attempt to measure the resources has induced many to repeat 
data well known to specialists on population, economic geography, and industrial 
management. The desire to facilitate the aptitude towards adjustment has 
led many to urge the adoption of idealized efficiency requirements, culminating 
in a “rationalized economy” in the present book. The wish to enjoy the fruits 
but escape the consequences of economic preparedness has misled others into 
believing that the military and economic ‘“M-days”’ coincide in time, and as- 
suming the theory of the economic war potential that shadow factories and stock- 
piles are sufficient substitutes for a war economy in peace time, that flourishing 
foreign trade and reserves of foreign exchange are the most effective economic 
preparation for war. The military success of the Nazis, derived from their war 
economy in peace time, proves conclusively that war economics begins when 
the calculations of potential strength have been replaced by actions transforming 
a peace into a war economy. 

This leads us to the theory of the production cycle, composed of the periods 
of preparation, transition, total war, and demobilization. The idea of phases 
in the war economy is very fruitful. It helps to present the essential facts in 
their social context, to compare the relative strength and stages of different war 
economies, and to time properly the manifold actions of governments. Yet the 
formulation of the idea can be greatly improved. First, the periods are not con- 
fined to production but apply equally to other fields of the war economy. Sec- 
ond, it seems preferable to drop the analogy with the business cycle and speak of 
a process of transformation from a peace, through a war, and to a new peace 
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economy. Finally, the suggested four phases can be reduced to three; namely, 
the growing, fully developed, and declining war economy. For there is hardly 
a clear distinction in fact between “preparation” and “transition”; the term 
“total war” is the cause of the war economy but also denotes one of its phases; 
mobilization and demobilization are military terms, proper in their place, that 
do not provide the framework for analyzing the manifold problems, say, of the 
postwar economy. 

The test as to the new principles of the war economy naturally centers around 
the pricing of goods and services. In the chapter on prices we find two different 
theories corresponding to the two definitions of war economics. On the one hand 
we are informed that the quantitative controls are “superimposed upon the 
price mechanism of the exchange economy.” On the other hand one finds a 
convincing explanation why governments cannot rely upon the price mechanism 
and must resort to price control. Consequently, it is suggested that individual 
prices must be allowed to rise whereas a general and sustained rise of 
prices must be prevented (p. 153). This notion of a co-existent price mecha- 
nism and price control, of simultaneous price stability and price rise, is neither 
convincing nor does it explain the present price situation of the United States. 
For we are suffering from conflicting programs of political price determination: 
the governmental policy of general price stability and the promotion of a partial 
price rise by some interest groups. The decision between these programs de- 
pends upon political power and cannot be considered a result of market forces. 

The relation between state and economy is implicitly discussed in the chapter 
on the rationalized economy. The economic war effort requires comprehensive 
economic planning and a new economic organization. It is the duty of the eco- 
nomic high command, we are told, to perform these functions. A military and 
economic high command seem to imply a military state and a military war 
economy. The author, however, presupposes a democratic state and stipulates 
six conditions for the government to secure the full co-operation of the people. 
Other types of states are not considered, although many of their economic war 
measures are given in detail. Thus the differences in the nature of the various 
war states are disregarded, as if that were immaterial for the study of the war 
economy. But the economic functions of states in wartime are so manifold 
and significant that a comparison of the fascist, military, democratic and com- 
munist war economies seems an indispensable precondition for a tenable theory 
of war economics. 

University of Wyoming ARTHUR SCHWEITZER 


French Mercantilism, 1683-1700. By Charles Woolsey Cole. New York: 

Columbia University Press, 1943. Pp. viii, 287. $4.25. 

The man-power shortage is hitting even the reviewers. The present one has 
no special knowledge of the subject matter dealt with and can give only the re- 
actions of a “run-of-the-mine” economist. He has not even read Professor 
Cole’s two volume Colbert and a Century of French Mercantilism (1939) to which 
the volume under review is a sequel. But he is tempted to say at the outset 
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that to know as much about any subject as Professor Cole appears to know about 
this one is a sign of a misspent life. What appeared to be two evenings’ reading 
turned out to be four months’ odd time entertainment. 

Professor Cole states in the foreword that the period from the death of Colbert 
until the end of the century saw little in the way of innovation. “But in many 
ways those seventeen years were of the utmost importance. Not only was the 
system of Colbert built solidly into French governmental practice and policy, 
but also it was extended at some points and certain innovations were made. 
Tariffs were raised again and again, and industrial regulations were extended in 
scope and made more meticulous, while the vigorous attempt to maintain the 
industrial status quo by regulation amounted in some degree to a new departure.” 

Four chapters, “Commerce and Companies”; ‘Colonies, Companies, and the 
Navy”; ‘Industry and Industrial Regulation”; and “Internal Problems and 
Policies,” contain the descriptive material. In surprisingly short space a host of 
diverse problems pass in review. How can domestic industry be protected from 
foreign competition without strangling trade and raising insuperable barriers to 
French goods? How can the East India Company make money without im- 
porting textiles, mostly popular cotton prints, into France to the discomfiture 
of the old reliables, the woolen, silk, and linen industries? Why do the Indies 
absorb so much coin and bullion? (The Company at considerable trouble and 
expense often obtained the silver in Spain to be able to say the drain was not 
from France. Incidentally, since these concessions were so often granted, did 
not the special rates become the effective rates to the loss of the treasury, or gain 
of the consumer if the company were able to supply the market?) How can the 
Canadian colonies be made more self-sufficient and less dependent upon a 
“beaver economy?’”’ What price for beaver will at the same time keep the 
English from getting it, make it freely available to French hatters, and prevent 
the colonists from all turning trader and trapper? How can wives and slaves 
be secured for the West Indies? Should effort be made to match fleets with the 
English and Dutch or should semi-piratical groups be sent out to harasss the 
enemy? (The latter policy, by the way, seemed highly successful at the time 
but played into the hands of the English as the great fighting French fleet of 
Colbert lost its ability to maneuver as a fleet and became dangerous only in 
small combat.) These questions, selected more or less at random, illustrate the 
diversity of subject matter in Chapters I and IT. 

The long Chapter III, ‘Industry and Industrial Regulation,” further confirms 
equilibrium theory that everything depends upon everything else. More de- 
tails of the battle of the textiles. Why not make calico the scapegoat for the 
dire effects of the flight of the Huguenots (the position taken by the King and 
Louvois)? Calico was wicked anyway since it required a foreign raw material. 
It was banned for seventy-three years. ‘‘But the regime of complete prohibition 
and protection ran headlong into the massive fact that the people still wanted 
calicos.”’ 

Further experimentation with fiscal monoplies, coffee, tea, cocoa, versus 
straight import duties; tax farming (they never learned); forced extension and 
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final exploitation of the guilds; the emphasis on jobs for the poor at all times but 
especially during hard times (how modern that sounds and how ominous}); 
and yet, withal, the strong position of French industry in 1690,—the picture is 
confused but it is not clear that regulation did not help. Undoubtedly it con- 
tributed to the high reputation, both at home and abroad, of French products, a 
certain amount of stability was provided “...in a day when both labor and 
capital were relatively immobile.” Even the meticulous textile regulations 
safeguarded the consumer who now, as then “ ... is helpless in such technical 
matters.” “Even today careful purchasers of materials (government depart- 
ments, etc.) usually specify the thread count to make sure of getting the requisite 
quality.” 

Most of Chapter IV deals with governmental attempts to provide food and 
employment, especially during times of crop failure and serious famine. The 
times produced a flood of conflicting opinion on speculation, imports and exports 
of grain and internal barriers to the movement of grain but no stratification of 
opinion beyond the duty of the government to provide relief to deserving and 
docile workmen. 

Chapter V, ‘Attacks on Mercantilism,” is of value only to the historian of 
theory. No real break in the wall of opinion occurred. But Chapter VI is a 
delightful, balanced, undogmatic brief collection of “Speculations and Hypothe- 
ses’ on the last sentence of Chapter V: “Government opinion was to change 
more slowly. It can even be argued that, save for a momentary aberration 
from about 1860 to 1880, France has always been, as it was in 1700, true in the 
main to the tradition of Colbert.” ‘‘Mercantilism is not anentity.”” It appeared 
in different countries at different times and in different guises so “. . . that it is 
to be doubted that the various developments deserve a common name.” But 
f the story of the development is fascinating and “...may be regarded as either 
the history of the rise of mercantilism, its decline, and its rebirth after 1880 in 
new forms, or as the account of the rise and decline of laissez faire.” In either 
case theory lags behind practice. Several explanations of the cycle are ad- 
vanced—money, growth, investment, war (“Cobden thought that free trade 
would eliminate war. But it may also have been the elimination of war that 
made free trade possible.’’), technology, classes,—a case for each is presented, 
none adhered to. But it is arresting to recall that France reached the apogee of 
cultural development and power under the full development of mercantilism; 
England, under latssez faire. 

One thread of thought remains to be noticed. Again and again we are re- 
minded of lusty commerce and industry nipped in the bud by war, and of the 
really vast sums spent by the royal treasury to encourage industry and com- 
merce and provide poor relief, a practice that war ended or greatly curtailed. 
In spite of unpardonable court extravagance, the government of Le Grand 
Monarch was not entirely lacking in some quid pro quo. 

If Professor Cole has not given us a “definitive” history of French Mercantilism 
he has come close enough to satisfy the reviewer until a new generation of his- 
' torians ‘‘reinterprets events in the light of our times.” 

University of Kentucky RopMAN SULLIVAN 
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Nassau W. Senior: The Prophet of Modern Capitalism. By 8S. Leon Levy. 

Boston: Bruce Humphries, Inc., 1943. Pp. 454. $4.00. 

This study completes a three-fold task which the author set for himself while 
working as a graduate student with Professor Seligman at Columbia University. 
His first contribution was the unearthing, some thirty years ago, of Senior’s 
unpublished papers; then, in 1928, he edited Senior’s Industrial Efficiency and 
Social Economy, two volumes on economic principles, selected in large measure 
from the newly discovered papers, and arranged to present the “economist’s 
matured views ...in the form of a systematic treatise;’’ and finally, Mr. Levy 
now presents a volume of his own composition, heavily interspersed, however, 
with excerpts from Senior’s pen, which he characterizes as a “collation of mis- 
cellaneous materials pertaining to Senior’s life and times.” 

It seems pertinent to call attention, also, to Miss Marian Bowley’s Nassau 
Senior and Classical Economics, published in 1937, in the preparation of which use 
was likewise made of the unpublished papers. Thus, whereas for nearly a cen- 
tury economists had seldom exhibited much interest in Senior beyond the perusal 
of his small volume, An Outline of the Science of Political Economy, first published 
in 1836, during the last fifteen years four considerable volumes pertaining to his 
life and writings have appeared; and Miss Bowley reported in the preface of her 
work that Mrs. J. St. Loe Strachey, Senior’s granddaughter, is preparing a fifth. 
Thus, rather belatedly, are students of economics being afforded adequate means 
for appraising Senior’s place in the history of economic theory and policy. 

The first third of Mr. Levy’s current study is almost wholly biographical. 
Attention is devoted about equally to the migrations of certain Jewish families 
and groups during the sixteenth, seventeenth, and eighteenth centuries and to 
Senior’s education and entrance into the legal, academic, and literary profes- 
sions. The main body of the study portrays Senior’s public services and his 
affiliations with the Whigs—as advisor, publicist, and investigator—during the 
strenuous years, 1830-1850. These services were rendered primarily upon 
the problems of poor relief, factory employment, and Catholic emancipation. 
The recounting of Senior’s distinguished service in the revamping of the English 
Poor Laws supplies probably the most significant section of the book. Senior’s 
international outlook and his correspondence and association with foreign scholars 
and public men are emphasized throughout the study, but especially in the closing 
chapters dealing with his later life when these interests appear to have become 
uppermost. Lastly, attention should be called to the voluminous notes which 
contain much interesting material. 

Turning attention to what Mr. Levy does not include in the volume, one finds 
only incidental discussiou of Senior’s economic ideas. There are numerous refer- 
ences to the “great economist,” ‘“‘a statesman in the making,” Senior’s brilliant 
“career,” his “rise into power and influence’’; but these allusions to many-sided 
eminence are buttressed by such fragmentary evidence of Senior’s thinking that 
one may form the impression that they are somewhat hollow claims. The 
author apparently considers that the previously published Industrial Efficiency 
and Social Economy supplies adequate evidence concerning Senior’s intellectual 
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position. But neither that compilation nor the present study examines the intel- 
lectual ties between Mr. Senior and previous and contemporary social theorists. 
Miss Bowley’s study still remains the primary source for such information. 

Large numbers of people pass through the pages of Mr. Levy’s book; but, 
while most of them will be recognized by students of the period as adherents to 
the school of thought of Jeremy Benthem or as Whig politicians, with a sprinkling 
of academicians and foreigners mixed in, they are for the most part merely names 
in these pages. 

The reviewer searched the pages of this book in vain for evidence of the 
aptness of the sub-title: The Prophet of Modern Capitalism. Nowhere is 
“Modern Capitalism’ defined or dated; nor is it indicated which aspects or 
sections of Senior’s writings bore the earmarks of prophecy. On the contrary, 
it would appear that Senior’s economic writings reflect a distinct trend toward 
the purely descriptive causal analytic of the later marginal utility school. This 
latter group of economists, because of their rather rigorous scientific proclivities, 
have been accused of ignoring entirely the development of modern capitalism. 
While Senior attached great importance to inductive studies as a parallel tool 
with theory, he did not evince any interest in the philosophy of history. Such 
mental attitudes do not mark the prophet; nor do they indicate concern with the 
future of capitalism assuch. The fact that he was antagonistic to labor unionism 
and that he espoused the doctrine that technical progress would afford new em- 
ployments for the unemployed—typical nineteenth century liberal views—, 
or that he propounded a law of increasing returns in industry, do not make him 
a prophet of modern capitalism. 

It is to be regretted that there is still lacking a definitive intellectual biography 
of Senior. Much new light has been shed through the efforts of Mr. Levy and 
Miss Bowley, but important areas yet await illumination. 

University of North Carolina Mitton 8. Heat 


The Spirit of American Economics. By J. F. Normano, with a supplement, 
The Development of Canadian Economic Ideas by A. R. M. Lower. New York: 
The John Day Co., Inc., 1943. Pp. 253. $3.50. 

This is the first volume in a projected series of studies on the history of economic 
thought, published under the auspices of the Committee on the Study of Eco- 
nomic Thought. More than seven-eighths of the book is devoted to Dr. Nor- 
mano’s presentation of what he calls “a few bright threads” rather than a 
“finished fabric’? of the development of American economic thought. The 
remainder of the volume contains an excellent, if not brilliant, 28-page sketch of 
Canadian economic and political history by Dr. Lower under the somewhat un- 
suitable title of “The Development of Canadian Economic Ideas.” 

Dr. Normano does not claim to have written a definitive history of American 
economic thought. He sketches the dynamics of its development setting forth 
what he believes to be the features of American thought as distinct from European 
thought—“the general concepts forming the foundations of systems and the 
milestones of their progress, in contrast to the history and analysis of specific 
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theories.”” He has attempted to blend analysis of what he calls the “spirit’”’ of 
American economic thinking with the development of American economic life. 
The effort to link theory with the environment is commendable; it should pro- 
duce fertile synthesis in contrast to the sterile history of economic thought in 
which the intellectual ancestors of contemporary thinkers are hunted down with 
genealogical precision and with the aroma of scholarship. But Dr. Normano’s 
effort falls short of the mark. 

The history of economic thought in the United States, says Dr. Normano, 
presents a continual battle ‘‘between the principle of conservation and the prin- 
ciple of transformation.” And the “‘spirit’’ of American economics is the spirit 
of protest ‘‘against the ideas of conservation and the penetration or domination 
of the abstract theories of the classics.’”” He abhors the “domination of classicism 
among professional economists’”’ in this country for classical economics became 
the “ideological foundation”’ of “defense of the status quo.”” Genuine American 
economic thought has seldom manifested interest in systematic economics he 
believes; instead, its ideas have generally taken shape in connection with some 
important problem of national economic policy such as the tariff or currency 
reform. It was “constantly optimistic, in contrast to the traditional pessimism 
of the orthodox.” It ‘possessed imagination which the orthodox teachers 
lacked.”” And “the American current of economic thought showed its most 
genuine and independent development” between 1812 and 1860, for thereafter 
the “victory of the native middle class, which gladly accepted the doctrines of 
its English confréres, gave a foundation and strength to the classics which they 
had not had previously, and established a monopoly of the orthodox.” These 
are some of his conclusions. 

The author has unquestionably set forth, after a fashion, some leading currents 
of political and economic thought against an economic background. That eco- 
nomic background is colored by an acceptance of Turner’s frontier thesis: ‘The 
entire social and economic history of the United States can be interpreted in 
terms of the moving frontier.”” Thus he accepts as valid the “‘safety valve” 
theory which not only has never been proved but has been sharply questioned 
during the past decade. This is a serious weakness in the book, Dr. Charles A. 
Beard’s generous praise on the book jacket notwithstanding. 

In a nutshell, Dr. Normano’s “American spirit” is the spirit of dissent and all 
currents representing this spirit, he says, have had something in common. 
“They showed a striving for the welfare of the nation as a whole. Even when 
they emphasized the element of private initiative, they had in mind creative and 
not acquisitive achievements; they were in favor of paternalistic or controlled 
organization.”” Thus, Jefferson, Webster, Matthew Carey, Henry George and 
the ““New Deal” are heroic and the “‘academic” economists who studied abroad 
or who adhere to classical economics or who are “‘satisfied with the accumulation 
of meaningless data regarding the transactions on the Stock Exchange” are 
treated with scorn and suspicion. That is the author’s privilege. 

Criticism of this book is necessarily tempered by the author’s stated objectives. 
It seems to the reviewer that Dr. Normano has fulfilled fairly competently the 
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promise of his Introduction. But there is much unnecessary repetition, “purple” 
passages which seem to be designed for sound-effect and extravagant statement, 
as well as a number of very doubtful judgments on American economic develop- 
ment. Typical of the latter is the statement on page 54 about the railroads 
“paralyzing sectionalism and uniting East and West.’’ The book is entirely too 
sketchy and often lacks transition and integration. Although the Careys, the 
Clarks, Veblen and a handful of others are given slightly more extensive analysis, 
Dr. Normano’s treatment of an economist is frequently restricted to brief char- 
acterization based on a short quotation from his work or from another’s appraisal 
of his work. And there is much breathless discovery of the obvious and well 
known, many grammatical and typographical lapses. Nevertheless, the study 
should stimulate interest in what has been a neglected field, although many of 
those who have passed for economists in America’s history have probably de- 
served to remain neglected. 

College of the City of New York Myron L. Hocn 


The Spending Power: A History of the Efforts of Congress to Control Expendi- 
tures. By Lucius Wilmerding, Jr. New Haven, Conn.: Yale University 
Press, 1943. Pp. v, 317. $3.75. 

All persons interested in the relationship between Congress and the Executive 
branch of the Federal Government in the field of fiscal control will welcome this 
original and penetrating study. It is an inquiry into the means at the disposal 
of Congress to control the use of funds appropriated to the executive establish- 
ments and the practice of Congress in availing itself of them. The author pre- 
sents and critically analyzes the historical evidence of a century and a half of 
practice, with the material so enlivened by excerpts from Congressional debates 
and other sources that the reading of the book becomes a rather exciting excursion. 

The book is divided into two parts. The first traces the effort to control before 
expenditure; the second, the effort to control after expenditure. 

The Constitution states that ‘no money shall be drawn from the treasury, but 
in consequence of appropriations made by law.”—The meaning seems clear, 
namely that no money can be expended legally until Congress has authorized the 
expenditure, designating the object and the fund. Yet almost from the be- 
ginning the Executive has found himself faced with situations in which he con- 
sidered it justifiable to depart from the constitutional requirement. Mr. 
Wilmerding cites many illustrations from the administration of Washington to 
that of Coolidge, where the Executive asserts and Congress concedes that “the 
high officers of the government have a right, indeed a duty, to do what they con- 
ceive to be indispensably necessary for the public good, provided always that 
they submit their action to Congress to sanction the proceeding.” 

He then traces, period by period, the efforts of Congress to establish the doc- 
trine that—except in cases of indispensable necessity—the executive depart- 
ments are under an absolute obligation to operate within specific appropriations. 
He shows Congress imposing a progressive limitation on executive discretion 
and the Executive showing great ingenuity in devising ways to relax its severity. 
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The question of specific versus lump sum appropriations was perennially debated, 
Gallatin in his day insisting that the legislature cannot enforce true economy 
otherwise than by making specific appropriations. On the other hand, certain 
departments, particularly the military establishment, maintained that such re- 
strictions were contrary to the public welfare and proceeded to ignore them. Or, 
if prevented from making transfers, they spent their appropriations at whatever 
rate seemed proper to them and then came to Congress with requests for addi- 
tional grants. John Randolph in exasperation exclaimed, ‘‘Appropriations have 
become a matter of form, or less than the shadow of a shade, a mere cobweb of 
defense against expenditures.” 

In 1819 a practice was discovered far more reprehensible than the mere trans- 
fer of appropriations from one head to another. This was the bringing forward 
of unexpended balances from the appropriations of former years and using them 
to supplement the appropriations of the current year. The existence of these 
presumptively free funds nullified Congressional controls over the current ap- 
propriation. Another abuse was the practice of the departments of making con- 
tracts in anticipation of appropriations to fufill them. 

In 1880 the will of Congress was openly defied by an executive department. 
Although the Post Office Department had been granted every dollar it had asked 
for, it came back at the end of seven months asking for a deficiency appropria- 
tion equal to 34 per cent of the original grant. When questioned, it explained 
that it had entered into contracts for star routes which would have to be ter- 
minated in April were the money not provided and that if the mail service were 
curtailed the odium would rest on Congress. 

Finally in 1906 an Anti-Deficiency Act was passed. Appropriations were to 
be apportioned over a twelve-month period and an apportionment waived only 
in case of some extraordinary emergency. Moreover, there was a return to 
itemized appropriations. But the demands of war soon caused Congress to 
relinquish its control again. During World War I, it made lump-sum appropri- 
ations; it authorized the departments to obligate the government in excess of 
appropriations; it established revolving funds; and, what is more remarkable, 
it, allowed incorporated government bureaus to collect and disburse the public 
moneys with scarcely a reference to the Congressional appropriating power. 
Not until after the Armistice did Congress again diminish the scope of Executive 
discretion. But this time out of the debate there emerged in 1921 the present 
Budget and Accounting Act. The adoption of a budget system was a great 
step forward, but the act contained no provisions especially designed to prevent 
deficiencies, and they have by no means been eliminated. Part I ends with a 
chapter on the effects of the Great Depression, a period during which the Presi- 
dent rather than Congress took the lead in diminishing the scope of departmental 
discretion. 

Part IT traces the efforts of Congress to control expenditures, not in prospect, 
but in retrospect. In the early years it depended on committees, sporadic or 
permanent, to scrutinize the reports of expenditures, but it was soon apparent 
that the task was too time-consuming for the legislators themselves. Though 
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unable to audit the accounts themselves, the members of the committee were 
unwilling to employ the services of the auditors in the Treasury Department, 
because it was precisely these officers whose actions were frequently under 
suspicion. The author shows that prior to 1842 Congress recognized the need 
for a review of expenditures but proved unable to invent the necessary machinery 
to achieve this object; after 1842 it ceased to manifest any concern. This indif- 
ference to retrospective control continued until 1921. 

In the debates which preceded the adoption of the Budget and Accounting 
' Act nearly everything that was said was predicated on the idea that Congress 
t was establishing in the Comptroller General an officer who would be its auditor 
and that he would have no other duties. But that is not what was provided. 
Instead the Comptroller General was given the power to examine and settle 
claims for and against the United States, a function formerly performed by six 
auditors in the Treasury Department. Audit remained a mere incident to settle- 
; ment; it was not made in order that the results of the audit might be reported 
to Congress. 

It is true that one section of the Budget and Accounting Act contemplates 
the making of an appropriation audit by the Comptroller General and the rendi- 
tion of an audit report to Congress. We know that the intent of Congress in 
including this section was to gain knowledge of waste and inefficiency in the ex- 
penditure of public funds. But it is illogical to expect such a report from the 
very person entrusted by law with the determination of those amounts. The 
authors of the bill seem to have completely failed to see the inconsistency in 
combining control functions with audit functions. There were persons in public 
life, however, who saw the danger. Among these was Henry L. Stimson, who 
said, ‘“You ought to have somebody who will perform . . . a post audit function. 
I do not think that that man ought to be given duties which would tend toward 
making him share executive functions. I think that would be a diffusion of 
duties which would lead to trouble.” 

Mr. Wilmerding thinks that the failure of Congress to see the difference be- 
tween control and audit was due to a misunderstanding of the English audit 
system. Aware of the success of the English system, but misunderstanding 
its methods and principles, Congress sought to create, and thought it was creat- 
ing, a legislative audit. It succeeded, however, only in substituting a General 
Accounting Office audit for the previously existing Treasury audit. This would 
have constituted no retrogression had not the passage of the Budget and Account- 
ing Act had the effect of lulling Congress into a feeling of security. The Comp- 
troller General became in a sense the keeper of the parliamentary conscience. 
Many legislators think that the present system prevents any misapplication of 
public funds, a proposition which, if true, would make an audit for Congress, 
indeed any audit, unnecessary. Senator Byrd reflected this point of vicw when 
he said, “The issue is whether we shall continue the Comptroller General with 
the power that he now has to prevent an illegal expenditure . . . or whether we 
shall provide merely for a post-auditor to audit the disbursement of money after 
it is spent.” Unfortunately, the issue is not so simple. Only about 3} per 
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cent of government expenditures are preaudited. Moreover, if executive officers 
can err, so can accounting officers. The author concludes that Congress has 
not now, and has never had, any practical means of ascertaining after the event 
whether its financial authority has been respected or infringed. 

It is apparent that Mr. Wilmerding shares the view of the President’s Com- 
mittee on Administrative Management that waste is not avoided by putting 
executive officers in a straitjacket. Rather they must be trusted to act wisely 
and honestly and then held accountable through a legislative audit. He shows 
that efforts to control before expenditure have been generally unsuccessful and 
that a genuine post audit has never been tried. With painstaking effort he has 
assembled the evidence to reveal the philosophy and practice of Congressional 
control over Federal expenditures throughout a period of 150 years. And he 
has presented it with such clarity that it is easy for an ordinary citizen to com- 
prehend the significance of the issue involved. Mr. Wilmerding has rendered a 
distinct service to the cause of popular government. 

University of North Carolina Paut W. WaGER 


Sound Policies for Bank Management. By Robert G. Rodkey. New York: 

The Ronald Press Company, 1944. Pp. xiv, 224. $4.00. 

Professor Rodkey’s treatment falls into several parts, of which the first relates 
to the chief problem of bank management. Part II is devoted fo liquidity; 
Part III to solvency: Part IV to public relations; Part’ V to interrelations of 
the higher levels of management; and there is an appendix which includes a 
chapter by Dr. J. Brooke Willis on the financial reports of banks. 

The author addresses this book “‘primarily to top management in the broad 
sense,” and quite properly so, for his discussion has to do chiefly with fundamental 
policies. But the treatment is such that his work will be found of considerable 
value to students of banking, investment and loan officers of banks, investment 
analysts with a special interest in banks, to all teachers of banking, and most of 
all to bankers themselves. Bank examiners would also do well to study the 
volume carefully. 

Professor Rodkey reveals familiarity with the work of others, especially in the 
field of bank investment policy. Thus, references are made to the work of 
Wilkinson, Wooster, and some others. But this does not imply that he has 
drawn upon these writers materially. Indeed, the volume contains much that 
is the peculiar contribution of the author. The most valuable portion is Part 
III, with its five chapters, under the general heading of solvency. This is true 
because it is here that the student can make up for the chief deficiency of most 
treatises, their failure to take account of the shift in emphasis thrust upon banks 
by the growth of the investment as distinguished from the loan portfolio and all 
that that shift involves. 

The treatment of most subjects covered by the book is conservative, and some 
would say unduly so. Thus, it would confine assets eligible for secondary re- 
serves to those having a maturity of not more than one year. Again, he holds 
that the “solvency cushion ...is the sum of the surplus, undivided profits, and 
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contingency reserve” but admits that that is ‘“a much more severe test than the 
one commonly made.”’ On the other hand, the author is somewhat less cautious 
when, speaking of present interest rates, he says that “no policy could be con- 
sidered conservative which is based on the assumption that rates of interest so 
clearly abnormal will continue indefinitely.” By what tests are present rates 
to be considered abnormal? Obviously they are not clear whatever they may 
be. 

There is a good discussion of “Reserves on the Liabilities Side” which also 
meets a deficiency of most treatises. In this connection, Professor Rodkey intro- 
duces an interesting table (p. 116) relative to income and losses on securities of 
all insured commercial banks, but he does not bring out the fact that charge- 
offs include amortization of bond premiums. Here, also, he holds that ‘‘sound 
policy requires permanent segregation of net realized bond profits and ordinary 
operating profits,’ a position that is undoubtedly sound. In his valuable dis- 
cussion of ‘The Capital Account” (ch. 9), he concludes that, while banks must 
exert every effort to assist in financing the war, any lack of conservatism in their 
investment must be counterbalanced by the adoption of ‘extra-conservative 
policies with respect to dividends and maturity schedules of their Government 
bond accounts.” Here the author displays that sound common sense which 
generally pervades his work. 

There is also an excellent discussion of the practice of banks in charging off 
bond premiums, and to very good purpose. Here the author seems to consider 
the prevailing practice rather loose. True, it gives the banker a choice, for (1) 
he may charge off the whole premium to undivided profits account when the bond 
is purchased, (2) set up a reserve with premium amortization deducted from 
interest received on bonds, or (3) set up a reserve with premium amortization 
charged to profit and loss. Professor Rodkey strongly disapproves of the first 
of these and apparently favors the second. It is true, of course, that the first 
practice results in overstating current earnings, but these are not made public, 
and the significance of accounting procedure by which they are determined is 
one of the things frequently quite obscure, a fact clearly brought out in the dis- 
cussion of the controversial questions concerning what disclosure should be made 
in bank statements. 

In the discussion of problems relating to personnel (ch. 12), he mentions the 
great desirability of bank employment of young men designed for executive 
positions. In this connection he calls attention to the importance of sound 
training in accounting and corporation finance. He fails to mention training in 
economic principles. Yet, it is to be doubted whether there is a subject about 
which there is greater ignorance or one of which a knowledge is more essential 
when the profound changes in our economy are taken into account. 

A brief review such as this must necessarily omit reference to a number of other 
important subjects discussed in this book. It is to be hoped that it will be widely 
read in view of the increasing complexity of problems confronting bankers. 
Federal Reserve Bank of Richmond E. A. Kincarp 
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Present Savings and Postwar Markets. By Sumner H. Slichter. New York: 

McGraw-Hill Book Company, Inc., 1943. Pp. iv, 73. $1.00. 

Apart from the tremendous increase in production, the accumulation of an 
unprecedented absolute and relative volume of liquid savings “‘is the most note- 
worthy economic development” of the war period. Professor Slichter analyzes 
the source and distribution of these savings, estimates their trend and magni- 
tude through 1946, and projects their significance for the postwar economy. His 
analysis is predicated militarily upon victory over Germany in late 1944 and 
victory over Japan a year or two later. The magnitude and anatomical distri- 
bution of income and savings are then calculated upon a series of hypotheses, 
among them (a) “perfect”? control of prices and wages implying no changes, 
(b) “good” control which permits an annual increase of 5 per cent, and (c) “fair” 
control with an annual increase of 8 per cent. Cumulated savings for the years, 
1942-1946, are estimated at $157.7 billion under perfect control, $154.1 billion 
under good control, and $152.7 billion under fair control of prices and wages. 

From these data, modified by other hypotheses beyond the scope of this re- 
view, Professor Slichter concludes that the magnitude and distribution of liquid 
savings provide a reservoir of purchasing power which will render pre-war levels 
of production antiquated, and reduce reconversion problems to an engineering 
rather than a financial basis, but at the same time do not constitute an inflation- 
ary threat as serious as “it is frequently represented’”’ because most of the sav- 
ings will be “warm” rather than “hot.” However, fiscal policy should provide 
a budget surplus for some years after the war to absorb the liquidation of govern- 
ment securities which may become “hot” if consumers’ appetites are unduly 
stimulated by an array of new and enticing products. On business will fall the 
delicate responsibility of maintaining a high level of employment without at 
the same time inducing a flood of disruptive buying. Just how this manipulation 
of potential demand is to be effected within the framework of partially compet- 
itive enterprise is not suggested other than through a fine sense of timing. 

These are but a few of the stimulating issues analyzed in this excellent economic 
analysis and projection. It is soundly conceived and ingeniously developed. 
There is room for debate on a number of its underlying assumptions. We agree 
with the author in the hope that his prediction of static personal taxation will 
prove erroneous (p. 37). The estimated increase in efficiency (p. 15) appears 
conservative. Again, the financial ratios of a number of firms hardly seem to war- 
rant optimism with respect to reconversion financing (p.71) unless liberal contract 
termination arrangements are made. But more fundamentally, the transition 
from a restocking to a self-sustaining postwar economy is going to depend to a 
greater degree than this endemic analysis suggests upon the establishment of a 
liberal international economy. For this reason a moderate interim rise in wages 
and prices (p. 70) would operate adversely in the maintenance of a high level of 
domestic production over the longer term within the framework of probable 
world economic conditions. 

University of North Carolina JoHNn B. WoosLEY 









ET 





ead 








= wo 


—_— oa 











BOOK REVIEWS 79 


Financing Equipment for Commercial and Industrial Enterprise. By Raymond 
J. Saulnier and Neil H. Jacoby. Financial Research Program: Studies in 
Business Financing. New York: National Bureau of Economic Research. 
1944. Pp. xv, 95. $1.50. 

Financing Inventory on Field Warehouse Receipts. By Neil H. Jacoby and 
Raymond J. Saulnier. Financial Research Program: Studies in Business 
Financing. New York: National Bureau of Economic Research. 1944. Pp. 
xvii, 89. $1.50. 

The Financial Research Program of the National Bureau of Economic 
Research is divided into three segments: I. A Program of Financial Research 
(two volumes to date); II. Studies in Consumer Instalment Financing (nine 
volumes); and III. Studies in Business Financing (six volumes). The last of 
these three projects has three major objectives. The first of these is to discover 
the structural changes which have taken place in the financial organization of 
business enterprises in recent decades. As a result of research in this field two 
studies have been published under a subdivision of the business-financing project 
entitled ‘‘Changes in the Financial Structure of Business Enterprise, 1900- 
1940.” The second and third purposes of the entire project are, respectively, to 
study the nature of shifts in the demands for business credit and to investigate 
the ways in which financial institutions providing credit have adapted their 
policies and practices to these changing demands. Research activities directed 
toward the last two objectives have been carried on under the title ““Contempor- 
ary Relations Between Business Enterprise and Financial Institutions.” Four 
specialized studies have been published under this title. These are ““Term Lend- 
ing to Business” (Southern Economic Journal, January, 1943, pp. 262-64); “‘Ac- 
counts Receivable Financing” (Southern Economic Journal, July, 1943, p. 67); and 
the two volumes considered here. These four studies are to be followed by one 
which will summarize the findings to date, especially as they bear on relationships 
between business enterprises and commercial banks resulting from the expansion 
in the use of business financing techniques described in the specialized studies. 

Instalment equipment financing is defined as extensions of credit in which three 
conditions are found: (1) the financing makes possible the acquisition by a 
business concern of income-producing machinery or equipment; (2) the financing 
agency has title to, or a lien on, the property as security for the loan; (8) the 
debt is amortized in the form of prescheduled, regular instalment payments. 
The property may be acquired through direct financing procedure, i.e., from the 
proceeds of a cash loan made by a bank to a business enterprise to finance the 
purchase of the equipment, with the loan secured by a chattel mortgage on the 
equipment acquired. Or there may be involved an indirect financing arrange- 
ment in which the financing agency negotiates a contract with a manufacturer 
or distributor of equipment rather than with the ultimate purchaser. In the 
latter case title to or a lien upon the equipment is retained by the seller and is 
assigned to the lending agency. The purchaser of the equipment executes a 
note to indicate his obligation to the seller and also executes either a conditional 
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sales contract, which keeps title in the hands of the seller, or a chattel mortgage, 
which gives the seller a lien upon the equipment. 

The use of field warehouse receipts results from the co-operation of three 
agencies. A manufacturer or distributor of merchandise leases a portion of his 
premises to a field warehouse company. Through the creation of a bailment the 
business enterprise as depositor turns over possession of certain properties to the 
warehouse company. On the basis of the materials thus deposited the warehouse 
company issues field warehouse receipts which are held by the lending agency 
as security for a loan made to the depositor. 

In the case of both types of financing techniques the authors summarize the 
historical developments, describe the technical procedures and make estimates 
of the quantitative significance of the financing devices. These estimates are 
in some cases based upon rather small samples but the methods used in arriving 
at aggregates seem to be unimpeachable. Throughout the two studies there are 
emphasized the manners in which the financing methods differ from those de- 
scribed in previous volumes of the series and the tends in financing practice 
which have led to increased importance of the devices considered. There may 
be mentioned specifically Chapter 7 in the volume on the financing of equipment 
purchases, which points out the features of this financing technique as an adapta- 
tion of the lending practices of financial institutions to changes in the demand 
for business credit. A useful summary of the principal results of the research 
is given at the beginning of each volume. 

In equipment financing commercial finance companies and commercial banks 
are the two most important financing agencies, with estimated totals of instal- 
ment equipment paper held at the end of 1941 of $210 million and $230 million 
respectively. On the basis of a sample of commercial banks it was estimated 
that about 2 per cent of the total loans and discounts of commercial banks was 
in the form of loans to finance the purchase of equipment. This percentage for 
all reporting banks in the country may be compared with percentages of 2.4 for 
the South Atlantic region (8 states), 2.4 for the East South Central group (5 
states), and 1.4 in the case of the West South Central district (4 states). Data 
for individual states are not given. 

Data by states are given in the field warehouse volume with respect to the 
number of field warehouses operated by six leading companies in 1941. On the 
basis of these figures it may be determined that 21.3 per cent of the total number 
were located in the 13 states generally spoken of as Southern. This percentage 
may be compared with one of 12.8 representing the ‘‘value added by manufacture”’ 
accounted for by these same 13 states on the basis of the Census of Manufactures 
of 1939. (Two-thirds of the depositors in field warehouses are manufacturers.) 

The studies in this series involve the use of a type of inductive analysis of 
institutional relationships in the business financing field which is having exceed- 
ingly valuable results. Now what is needed is the establishment by the National 
Bureau of a system of periodic reporting of data of the type presented in these 
studies. The business-financing techniques described in the four volumes are 
undergoing rapid shifts in popularity. Annual estimates derived from adequate 
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samples and published as soon as possible after reports had been received would 
be useful to business enterprises, to financial institutions, and to students of 
financing problems. 

University of Kentucky MarsHatt D. Ketcuum 


Consumer Problems in Wartime. Edited by Kenneth Dameron. New York: 

McGraw-Hill Company, 1944. Pp. xi, 665. $3.75. 

This book is in the nature of a symposium to which twenty-five writers from 
the fields of marketing, economics, home economics, and education have con- 
tributed. The list of authors, in itself, carries considerable weight. Their 
names are as follows: Benjamin R. Andrews, Arnold E. Baragar, Helen G. 
Canoyer, Julia Coburn, Kenneth Dameron, Grace G. Denny, Greta Gray, 
Mary E. Green, Faith L. Gorrell, John N. Hart, Helen A. Hunscher, Marqueta 
C. Huyck, Lawrence E. Kunkle, Hazel Kyrk, Francis F. Mauck, David E. Moser, 
Ellen B. McGowan, E. B. Neil, Paulena Nickell, H. K. Nixon, Paul H. Nystrom, 
Harry J. O’Neill, E. Dealton Partridge, Nell C. Partridge, and James C. Yocum. 

The scope of the book is broad as is to be expected in view of the fact that con- 
sumer education is not a specific area of study, but rather an emphasis in many 
fields. Moreover, consumer problems today range all the way from those of a 
more personal nature which confront the individual, to the collective responsi- 
bility of all consumers in furthering the war effort. As to national purpose, the 
statement is made that “it is the consumer’s job in wartime to achieve a quanti- 
tative reduction in the amount of consumption and a qualitative improvement in 
consumption practice.” 

The overall purpose of the book is two-fold. As the title suggests, the book 
relates predominantly to wartime problems. Yet its usefulness should not be 
limited to the present emergency period. For many wartime consumer problems 
are also peacetime problems for those who seek to maximize consumer satis- 
faction. And the authors have skillfully laid down throughout this volume 
many such fundamental principles, so that the book merits a permanent position 
in the literature of consumer education. 

There are altogether thirty-one chapters. Organization-wise, these have 
been grouped into four basic topical divisions: ‘“The Consumer Faces the War’’; 
“The Consumer and the Marketing System’’; ‘“The Consumer and His Govern- 
ment”; and “Consumer Skills and Their Application to Specific Goods.” In 
view of the breadth of scope in this case—the work is a detailed review in itself— 
no more than a brief sketch of the contents is possible. A “topical index” ap- 
proach is pursued here out of necessity rather than choice. 

In Section I, two chapters are devoted to a general discussion of the consump- 
tion problem in wartime. Subsequent chapters then treat separately the follow- 
ing subjects: (1) inflation and price control, (2) rationing, (8) taxation, and (4) 
investing. Taken individually, these topics have been well handled by the 
respective authors. It is not an easy thing to set forth, in one chapter, the funda- 
mentals of taxation, or of investment, so that they will be understood and will 
be helpful to the average consumer-reader. Perhaps the chief weakness in 
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Section I lies in the editing, for there is considerable repetition. Particularly 
is repetition objectionable when it is merely a restatement of the obvious. For 
example, the conversion of productive resources to the making of war materials 
and the curtailed civilian-goods output incident thereto constitute a subject 
which is given at least a paragraph or two in almost every chapter in the book. 

In Chapter 6, on taxation, data are presented to show the trend in the United 
States towards a progressive tax system. In the course of this discussion the 
following statement appears: “There is no question that the American tax 
system in 1943 more nearly conforms to Adam Smith’s first canon of taxation 
than it did in previous years.”” The implication is that Adam Smith favored a 
progressive tax, whereas the canon cited evidences allegiance to proportional 
taxation. In considering possible wartime tax measures, emphasis is placed on 
the proposed Federal sales tax and also upon the so-called spendings tax. Noth- 
ings is said, however, of the advisability of further augmenting revenue by means 
of a revised income tax structure. Since the income tax administrative machin- 
ery already is in existence, and since this measure has proved through experience 
to be an excellent source of revenue, the reviewer is puzzled over this omission, 

One of the important goals of consumer education is a better understanding 
of the marketing system, for rational and disciplined behavior on the part of 
the consumer-buyer is positively correlated with his knowledge of marketing 
institutions, functions, and problems. Section II is an attempt to treat briefly 
the more significant marketing fundamentals, with special attention given to the 
following topics: standardization and grading; labeling; retailing; advertising; 
and business-consumer relations. Chapter 8, a review of general marketing 
principles, is comprehensive and well organized. The treatment of certain con- 
cepts, however, could be improved. The discussion of private branding is a 
case in point. In the course of one page, the terms ‘“‘private brands,”’ “national 
brands,” ‘distributors’ brands,” and ‘‘manufacturers’ brands” are introduced 
and manipulated, but without sufficient delineation. Moreover, it is improper 
nomenclature to refer to all wholesalers’ and retailers’ brands as “private.” 
“Distributors’ brands” is the better term, because today many large wholesalers 
and retailers do some manufacturing. Private brands are brands owned by 
someone other than the producer of the goods. 

The treatment of advertising in wartime is in the reviewer’s opinion partic- 
ularly well done. The more important criticisms of present-day advertising 
are briefly summarized. Then, there follows a very fair appraisal of this insti- 
tution, as to its current uses, motives, and accomplishments. Attention is 
called to the various ways in which advertising is serving the government in its 
campaign to educate and to enlist consumers’ co-operation in the war effort. 
In this regard, it is pointed out that “as far as the nation’s wartime objectives 
are concerned, advertising achieves its ends by persuasion rather than by force.” 

The past decade has witnessed a growing recognition on the part of govern- 
ment that one of its inherent responsibilities is that of protecting the consumer. 
Today many government offices are primarily engaged in dealing with consumer 
problems; others are actively consumer-minded. Section III of this volume 
reviews this government-consumer relationship. Emphasis is placed on govern- 
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ment aid through (1) regulation of the quality and quantity of civilian goods, 
(2) protection of public health, and (3) the suppression of unfair business prac- 
tices. Mention is made of the widespread interest in promoting the establish- 
ment of a Federal Department of Consumer Welfare, as a means of strengthen- 
ing and co-ordinating consumer activities and education. 

War presents new problems of home management, and at the same time it 
stresses more than ever the importance of family health and morale. The authors 
here have recognized the homemaker’s need for specific counsel and practical 
suggestions. ‘Management of the household and family units in consequence 
of these enforced changes summons all possible skill, knowledge, and ingenuity.” 
The information presented in Section IV is geared to help consumers solve the 
many concrete home management problems. In addition to the more general 
chapters dealing with buymanship, care and use of consumer goods, health, and 
nutrition, separate treatment is given to housing, textiles, footwear, automobiles, 
home furnishings, appliances, foods, and recreation. 

For adult consumer-education groups, this book will meet the requirements of a 
basic text. The careful delineation of consumer education, the suggested war- 
time study program, and the detailed source-list of consumer information render 
the volume particularly adaptable to group study programs. For reference 
purposes, it will prove helpful to those teaching consumer economics in the high 
schools and colleges. And for the homemaker, this work remains a valuable 
source of enlightenment and counsel amid the numerous and complex problems 
of wartime living. 

University of North Carolina Pau. L. Brown 


Pills, Petticoats and Plows. The Southern Country Store. By Thomas D. Clark. 

New York: The Bobbs-Merrill Co., 1944. Pp. 359. $3.50. 

From 1865 to World War I the country store in the South played a major role 
in the lives of the rural people. Located at important points on highways and 
railroads, country stores channeled merchandise from the city to the country, 
served as informal community clearing houses, and frequently marked the be- 
ginnings of villages and towns. 

Country stores in the ante-bellum South were of minor significance—weak 
competitors of the cotton factors and merchants in the towns. With the deterio- 
ration of southern economy and the breakdown of large plantations into smaller 
units, however, “‘communities predominantly yeoman became more important 
factors in Southern civilization.’’ Plantation owners and factors no longer moved 
in supplies in large quantities. There was an increasing demand for merchandise 
in small individual quantities from small purchasers on moderate farms. (For 
many years the Southern people had been forced to do without consumer’s 
goods). There was a need for stores “near by” on account of poor roads and 
generally ineffective means of communication. Soon manufacturing companies 
and wholesale houses, seeking new outlets for their goods, were supplying “stock 
and capital” to “bright young men” in small communities. Plantation owners, 
army sutlers, adventurous ex-soldiers, as well as enterprising native yeomen 
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recognized opportunity at the crossroads. Drummers and railroad representa- 
tives also encouraged and sponsored store openings. Many of the stores had 
their beginnings in peddler’s packs. The whole picture of trade was changed as 
“the crossroads emporiums of cheap merchandise rapidly became symbolic of 
the creation of a new Southern economic system from the wreckage of the old.” 
Unlike its predecessor, the post-bellum store dealt with the big wholesale houses 
outside the region (Northern houses which made a specialty of the Southern 
trade), obtained legislative assistance from the reconstruction assemblies, and 
became a functional part of Southern agriculture and industry. 

Mr. Clark has gone to the original records of stores in almost every section of 
the South in preparing his account of the country store “‘as it affected the every- 
day life of the rural South.” He sets forth in detail the pattern of store inven- 
tories as the reader is led from counter to shelf. There are complete and often 
humorous descriptions of the kind and quality of soft and hard goods on the 
shelves, as of ready-made clothes that had seen ‘‘one or two seasons in a large 
city store before they reached the crossroads shelves.”” He shows how the 
agricultural lien laws after 1865 contributed to the establishment of the unfortu- 
nate one-crop system. 

The treatment is not limited to business operations. The author describes 
social influences at great length as well as the regional folklore connected with 
Southern storekeeping. Discussion of spending habits, styles, brands and prices 
of consumer’s goods is commingled with the mores of the rural South and the 
extracurricular or community services of the storekeeper. 

The book suffers from a number of defects. There isa lack of integrated organ- 
ization revealed in undue repetition of details. A point is made, hammered 
home and then bobs up several chapters later. There are too few generalizations 
and statistics. The point of diminishing returns for the reader is reached long 
before he concludes cataloguing the stock in trade. The antebellum store is 
characterized and not described. The frame of reference is left incomplete also 
by the author’s failure to place the Southern country store within the context of 
the distributive trades in the postbellum years. His “Southern country store” 
is amazingly reminiscent of country stores north of the Maxon-Dixon line. Or 
is it amazing? ‘At best,” he says, ‘‘much of the merchandise was of question- 
able value.”” But he gives no data on comparative prices in other regions nor 
are dealer’s mark-ups adequately treated. The country merchant’s role in land 
speculation and town jobbing are neglected. 

Nevertheless, Mr. Clark has produced from a sample of store records, cata- 
logues and other sources a storehouse of detailed materials on an institution 
which was “as much a part of the Southern tradition as were Lee and Jackson 
or as boll weevils and mammy songs.” For this he is to be commended as well 
as for his presentation which is direct and enticing. 

College of the City of New York Myron L. Hocu 


Production Control. By Asa S. Knowles and Robert D. Thomson. New York: 
The Macmillan Company, 1943. Pp. vi, 271. $2.50. 
The book opens with an introductory chapter containing some interesting data 
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on profit potential in terms of the size of the business unit and definitions of four 
fundamental types of productive process. The authors then turn to a considera- 
tion of the preliminary work required to provide a sound foundation for a pro- 
duction control system, including classification of stores, storekeeping techniques, 
product development and engineering design methods, and basic planning prin- 
ciples. No attempt is made to present an exhaustive discussion of these topics. 
Instead the authors present concrete methods which have proved to be successful 
in their experience. They frequently depart from commonly accepted practices, 
not without good reason, and offer many valuable cost- and time-saving sugges- 
tions. The basic forms and procedures underlying any control system are pre- 
sented in these introductory chapters and they are well illustrated. 

Next, each of four basic types of production and their control iscovered. They 
are: (1) job-order production, (2) mass production, (3) load production, and (4) 
co-ordinated production. The control technique advocated by the authors for 
each type is traced out in detail. 

The book closes with a section on cost control covering an elementary discus- 
sion of the accounting procedure of distributing overhead costs; a method of 
estimating variable burden costs; a discussion of the influence of the cost char- 
acteristics of an enterprise on its profit potential; and the construction and use 
of the break-even chart. The first two topics are well handled and shoud be 
helpful to those lacking knowledge of cost accounting principles. The con- 
cluding chapters are written in a philosophical vein which is interesting but 
which falls far short of their intended purpose. The uninformed reader will get 
little or no idea of the true significance or utilization of these valuable managerial 
aids. 

The book tends to be dogmatic, giving little attention to the relative merits 
and faults of recommended procedures. It is definitely a “how” book rather 
than a “why” book and, as such, will have a wider appeal to the business man 
than to the student. Along this same line, the authors frequently presuppose an 
acquaintanceship with principles and practices not usually possessed by students. 
The wise reader will not fall into the error of attempting to adopt recommenda- 
tions without careful analysis of conditions in his own plant. While no book can 
be expected to have all the answers for every situation, as the authors point out, 
one can easily become involved in the detail and lose his over-all perspective. 
Too frequently in the past, managers bedeviled with planning ills have grasped 
at standardized procedures with the hysteria of a drowning man. Inadequate 
consideration of the methods advocated, in the light of fundamental principles 
and particular plant circumstances, might easily lead to disappointing results if 
they were adopted without question. Many references to preceding and succeed- 
ing figures and pages, though largely unavoidable, make the book hard, slow 
reading and further tend to obscure the basic principles. This is a warning to 
the casual and the careless, rather than a criticism of the work. 

A section of questions and problems for each chapter is provided. The value 
of the book would be increased for many if the authors had included appropriate 
bibliographies directing specific attention to valuable material which the present 
volume would help to integrate. 
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It should be pointed out, in closing, that this volume is a reproduction of 
part of a complete work on Industrial Management. 
University of North Carolina J. E. Dykstra 


Earnings and Social Security in the United States. By W.S. Woytinsky. Wash- 
ington: Committee on Social Security, Social Science Research Council, 1943. 
Pp xiii, 260, plus separate Appendix. $2.50. 

Between 1936 and 1941 Mr. Woytinsky undertook a series of studies of sta- 
tistical data relating to social security problems, under the sponsorship of the 
Committee on Social Security of The Social Science Research Council. Prin- 
cipal results of earlier studies have already appeared as publications of the 
Council. Earnings and Social Security in the United States presents the results 
of his last and concluding study of the series. 

This book does several things which make it invaluable to anyone interested 
in the nature of the problems involved in, or in the administration of, social 
security programs. It focuses attention on the statistical resources that are 
becoming available through the operations of the old-age and survivor’s insurance 
program. It analyzes these statistics in relation to a great many other statis- 
tical series. It presents a wide range of statistical data that should prove ex- 
tremely useful to those charged with planning for the future of social security. 
It also presents a keen analysis of many of the present and future problems in 
the social security program. 

It should be noted that the social security program with which the author 
is primarily concerned is old-age and survivor’s insurance. Unemployment com- 
pensation is brought in only incidentally. It should be noted also that 25 ap- 
pendix tables are reproduced separately. This separate reproduction appears 
unfortunate, as the tables would have been more useful as a part of the volume 
itself. 

Following an introductory section discussing the statistical methods used by 
him, the author goes to Part II, which contains an analysis of the taxable wages 
in the national income. The old-age and survivor’s insurance program covers 
only certain specified groups in the working population, and the wages paid to 
covered workers do not, therefore, represent total national income or that part 
of the national income paid to workers. Moreover, not all the wages paid to 
covered workers are taxable, because of the $3,000 limitation with respect to 
individual workers. For several reasons it is important to know the extent to 
which taxable wages are represented in the national income. In this study this 
problem has two aspects: the proportion of taxable wages in the horizontal and 
in the vertical distribution of incomes. In his study of the first aspect of this 
problem the author analyzes the national income statistics of the Department 
of Commerce in relation to wages covered by the social security program, and 
reaches the conclusion that in the period from 1937 to 1940 taxable wages prob- 
ably amounted to from 43 to 45 per cent of the national income. 

In order to make an analysis of the proportion of taxable wages in the vertical 
distribution of incomes, national income statistics, given in terms of family or 
consumer units, had to be converted to terms of individual earnings. Such a 
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conversion is extremely difficult, but the author seems to have accomplished it 
with workable results. His analysis indicates that the number of individuals 
with taxable wages under $250 exceeds by far the estimated total number of 
employees with annual earnings of this size, because of shifts into and out of 
covered employment, while in all other wage classes the taxed wage earners 
seem to be distributed rather evenly, varying from 67.3 per cent in the highest 
wage class to 76.0 per cent in the $1250 to $1500 wage class. (p. 66) 

Part ITI is an analysis of the wage structure in the United States, particularly 
taxable wages. The analysis is comprehensive, covering differences by sex, race, 
age, industry occupation, state and region. 

Part IV concludes this study with an analysis of some of the longer-range 
problems in old-age and survivor’s insurance. Of particular interest is the 
author’s discussion of a level wage assumption, as contrasted with a steadily 
increasing wage, in estimating the future cost of the program. Mr. Woytinsky 
questions the validity of the usual assumption of a level wage. After examining 
a great deal of statistical evidence, he concludes that an annual increase in the 
per capita real wage of from 1 per cent to 2 per cent may be regarded as likely. 
Assuming a fixed benefit formula, an increasing wage, as against a level wage, 
would result in a higher rate of income in proportion to the expected benefit 
load. 

Of interest also is the author’s study of the ultimate beneficiaries of the old- 
age and survivor’s insurance program. Direct beneficiaries often live in house- 
holds where they pool their resources with those of others and those others be- 
come indirect beneficiaries. On the basis of benefits in force on June 30, 1943, 
it appears that the total number of individuals who shared directly or indirectly 
in the benefits was almost three times the number of benefits paid out. (p. 223) 

In his concluding chapter Mr. Woytinsky analyzes the income cycles of fami- 
lies and individuals. Thus far, primary attention has been directed toward the 
effect of aged persons on the economic level of a household, and the needs of the 
aged are now met, at least in part, by the old-age and survivor’s insurance pro- 
gram. However, children affect the economic level of a household as much as do 
the aged. The question as to whether the needs of children might be met in 
some way similar to that developed for the aged naturally follows, but the author 
does not consider the question to be within the scope of this study. 

N.C. Unemployment Compensation Commission W. R. Curtis 


The Rubber Workers. By Harold S. Roberts. New York: Harper and Brothers, 

1944. Pp. xiii, 441. $4.00. 

In the nine years which have elapsed since its formation, the United Rubber 
Workers of America has built up a membership of approximately 150,000; it 
has entered into collective bargaining agreements with all the major rubber com- 
panies; it has developed an intelligent leadership which understands the prob- 
lems of the industry, and the needs of the workers; and it has achieved a degree 
of stability uncommon in so young a union. Thus Dr. Roberts sums up the 
achievements of the organization to date. 

Behind this record of achievement is a story of struggle for organization and 
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recognition which has its counterpart in every major industry in the country. 
The main thread of this story is set forth in chapters two to six, extending in 
time from the Knights of Labor of the 1880’s to recognition by the giant Good- 
year Company, the last of the major companies to grant recognition in the 
1940’s. There is little in the history of the modern labor movement that the 
author does not weave into the story over this period—the failure of the AFL 
to organize the industry around 1900; the IWW and the Akron strike of 1913, 
broken by methods which anticipated the ““Mohawk Valley Formula” by two 
decades; the open shop drive and “welfare capitalism” of the twenties; the 
impetus which the Blue Eagle gave to organizational work in the thirties; the 
triumph of the Rubber Workers over company unionism; and finally, the con- 
flict between craft and industrial unionism which led to the CIO. 

In chapter eight, ‘“The Lone Wolf,” the author offers a case study, ‘““The Col- 
lective Bargaining History of the Goodyear Tire and Rubber Company.” 
Chapter nine deals with the rubber industry before the National Labor Relations 
Board. Chapter ten offers an analysis of the procedure of collective bargaining 
and the results thereof, as they are set forth in typical agreements. In chapter 
ten the author discusses current problems in the industry—the problem of 
organization; of decentralization of the industry, and, closely related thereto, 
of wage differentials. In the final chapter the author ventures some opinions as 
to the future of collective bargaining in the industry. 

In the opinion of the reviewer this is a first-rate piece of work. It is thorough, 
it is scholarly, and it is objective. It will be welcomed by students of collective 
bargaining as a valuable addition to the literature of the subject. 

University of North Carolina H. D. Wour 


Price Making in a Democracy. By Edwin G. Nourse. Washington: The 

Brookings Institution, 1944. Pp. v, 541. $3.50. 

This is the latest in the well known series' of Brookings studies directed (1) 
to discovering why the American free enterprise system has never succeeded in 
maintaining a high and sustained level of operating efficiency, and (2) to explain- 
ing how it might do a better job in the future. While recognizing that govern- 
ment has an important role to play, Nourse confines himself exclusively to prob- 
lems of internal industrial management. 

Having recently read Professor Schumpeter’s Capitalism, Socialism and De- 
mocracy,? the reviewer is struck with the similarities and the contrasts in these 
two discussions. Both are deeply concerned with the future of private enter- 
prise because of scepticism as to the compatibility of democracy with the authori- 
tarian direction of economic life, and both harbor doubts regarding capitalism’s 

1 The titles of the earlier volumes are America’s Capacity to Produce; America’s Capacity 
to Consume; Income and Economic Progress; and Industrial Price Policies and Economic 
Progress. Readers of the Journal may have seen parts of the present study as they appeared 
in pamphlet form. These chapters, revised in the light of criticisms and subsequent 
developments, together with considerable new material make up the present study. 


2 Capitalism, Socialism and Democracy. By Joseph A. Schumpeter. New York: Harper 
and Brothers, 1942. 
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survival. Schumpeter’s doubts arise not because of capitalism’s capacity to 
produce abundantly and distribute widely but because of the way in which it has 
destroyed (1) the protecting administrative and governmental elements which it 
took over from feudalism and (2) the entrepreneurial function, reducing the 
business man to an administrative agent. Nourse’s fears, on the other hand, 
are due to what he regards as the shortcomings of the administrative agents. 
Schumpeter’s doubts arise primarily out of non-economic considerations, 
Nourse’s primarily out of strictly economic considerations. 

The present study is designed to enlighten the small group of business execu- 
tives who administer the price relations of corporate business (and labor unions) 
including their policy-making entourage. He offers them a prescription which, 
if generally followed, might, in his opinion, revitalize the system. He gives it 
the name “low-price policy.” To understand the meaning and the importance 
Nourse attaches to “low-price policy,” it is necessary to understand his concepts 
of “private enterprise,” “competition,” and the “profit motive.” 

Far from decrying the prevalence of imperfect competition, Nourse regards 
it in its proper place as superior to the automatic response to economic environ- 
ment which would prevail under the pure and perfect competition of the text 
books: 


Such a response is the antithesis of competition in the aggressive, innovating, adventur- 
ous sense in which that term is ordinarily used. The only real expression of business 
enterprise is imperfect competition. Its essence is found not in the standardization of 
goods but in their differentiation, not in the complete mobility of market situations but 
in certain non-fluid or not immediately transmissible characteristics. (P. 59) 


And again he writes: 


Under industrial (i.e. imperfect) competition prosperity for the economy must be co- 
operatively engineered and its co-operative achievements allowed to subdivide into the 
welfare of firms and individuals. (P. 80) 


The last phrase in this citation provides the clue to Nourse’s thesis regarding 
profits, the profit motive, and the appropriate price policy. He does not re- 
strict profits, as does the usual academic definition, to that residual reward 
needed to induce risk taking and to direct the flow of capital into the most ef- 
fective channels. Under modern conditions, he thinks that interest differentials 
take care of most of the risks which business management cannot elimizate 
through insurance devices and the use of specialized experts. 


The really crucial area of economic motivation capable of being importantly stimu- 
lated by extra gains is that which is covered by the exploring, experimenting, innovating 
activities of that part of the working force which is placed in the position of managers and 
technicians. Since these skills and aspirations are widely distributed through the work- 
ing force, it would appear that the practice of bonus payments and profit sharing . . . . con- 
stitute a very effective application of the profit motive. (Pp. 95-6) 


What professional management thinks is all important. Nourse finds encour- 
aging evidence that key men in this group are aware that the way in which they 
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operate their businesses importantly affects the level of activity and the stability 
of the entire economy, and also that their task is not the making of a quick kill 
but the achieving maximum long-run profits. He holds that this concept of 
profits is entirely consonant with the general welfare and that as a result the 
profit motive is taking on a social connotation broad enough to include concern 
for the smooth operation of the entire economic system. 

Nourse undertakes to tell the business man how to realize this goal of maxi- 
mum long-run profits. A low price policy is the only correct solution. By this 
phrase he means a policy within areas of imperfect competition of deliberately 
and promptly passing on the net gains of contrived economies to consumers in 
lower prices. He urges management to regard price reductions and contrived 
cost economies as parts of a single decision. He argues that this policy will re- 
sult in an expansion in purchasing power at precisely the point where it is re- 
quired to exploit the efficiency of the new method of production. The innova- 
tion thus provides the funds for expansion with minimum danger of distortions 
in the price structure or of temporary and deflationary hoarding. 

To illustrate his point Nourse considers the consequences of two other possi- 
bilities: (1) that the owners should absorb all the gain and (2) that the laborers 
should absorb it in higher wages. Apparently he regards the second alternative 
as less damaging to the smooth operation of the system than the first. If the 
gain should go all to capital he fears that an unduly large part of this gain may be 
hoarded or employed to enlarge capital values which will then be defended by a 
restrictionist investment policy. He is apparently less afraid that wage raising, 
particularly in the lower brackets, will block investments (because of the workers’ 
well known propensity to spend) than that excessive profits will choke expansion 
and provoke widespread unemployment. In summary, Nourse believes that, 
if leaders and followers in the area of imperfect competition can be persuaded 
that a low-price policy is in their long-run interest, the free enterprise system can 
operate at high quantitative and qualitative efficiency—i.e. with full employment 
of both labor and known techniques—without the need of excessive and disturb- 
ing interventions by government. 

Readers of the book will find their awareness of the theoretical issues involved 
sharpened by a careful reading of Dr. Charles O. Hardy’s dissenting comment 
and Nourse’s rejoinders (pp. 527-34). 

My own comments must be brief: 

1) I agree with Nourse that an important function of profits is to induce 
prompt expansion of production and that his “low-price policy” would greatly 
improve the operation of the system. 

2) I am inclined to think that Nourse has fixed his attention somewhat unduly 
on conditions in the highly industrialized part of the United States. Hence his 
theory of profits fails to take adequate account of the dynamics of capitalism as 
it operates to spread industry into the more agrarian parts of the United States. 
The Southeast, for example, is seriously short on capital and long on labor. It 
is not a question here of limiting profits to the level needed to exploit to the full 
contrived economics. Profit and interest margins need to be higher than in the 
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Northeast in order to attract outside capital. For Southern industrial labor to 
absorb more of these gains than are necessary to efficiency would check the rate 
of industrial expansion to the detriment of the South’s crowded farm popula- 
tion. 

3) While agreeing with Nourse that “all-to-capital” and “all-to-labor’”’ are 
both much inferior to what for brevity may be called the “all-to-consumers”’ 
price policy, I regard the former as less damaging, first because I think that 
competition is still a pretty effective instrument, and, more important still, 
because wage increases, if carried appreciably beyond those prevailing in local 
market areas are likely to force other industries in the area to raise wages at the 
expense of employment. 

4) Finally, I have misgivings regarding the wisdom of setting up “full em- 
ployment” even though qualified to provide for a “3 million float” (p. 331, note) 
as a condition for the survival of private enterprise. It arouses undue expecta- 
tions. A high level of employment is a safer though less exciting goal. 

These are minor reservations. Nourse’s general thesis seems to me to be 
important and fundamentally sound. Organized labor is insistent that manage- 
ment shall consult with it regarding upward adjustment of wages before intro- 
ducing labor-saving economies. Management can best serve the general welfare 
by insisting that downward adjustments in prices should take precedence over 
wage adjustments. If it will follow Nourse’s advice, its position at the bar of 
public opinion will be improved. It may even rescue “profits” from the popular 
opprobrium which constitutes the real threat facing the system of private enter- 
prise. 

Vanderbilt University JouN V. VAN SICKLE 


The Danube Basin and the German Economic Sphere. By Antonin Basch. New 

York: Columbia University Press, 1943. Pp. 275. $3.50. 

The Danube Basin and the German Economic Sphere is a painstakingly accumu- 
lated year-by-year and, almost, commodity-by-commodity account of the 
utterly confusing and frustrating history of economic events in Central and 
Southeastern Europe after 1918. The technique used by the author turns out 
to be too simple for the difficult purpose involved. The content is actually trade 
statistic from the years 1918-1939, assembled and investigated as to their 
possible significance for economic analysis and general economic interpretation. 

It would have been a very interesting task for a book like this (as the title 
incorrectly promises) to analyze the economic principles of Germany’s New 
Order as they affected Central and Southeastern Europe, and to show how cer- 
tain rather ingenious methods of a ruthless trade policy changed the face of 
many a national economy in that area. The transition from multi-lateral trade 
to a supplementary economy, as it appears in Germany’s European trade policy, 
represents probably the most significant period in the economic history of 
Europe since the advent of the industrial revolution. Here and elsewhere, 
however, the author’s preference for statistics and administrative details almost 
completely drowns a promising opportunity for scientific analysis. 
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Moreover, the author (who held important government positions in his native 
Czechoslovakia and was often international representative for his country) can- 
not but indicate his particular familiarity with Czechoslovakian affairs by dwell- 
ing too long and too often on his native country’s conditions which are least 
significant for the problems involved because Czechoslovakia was never in reality 
closely connected with the hopes and hardships of the other small countries, 
superior in economic and political equipment as she was. 

Any book which deals with Central European problems and begins with the 
break-down of the Habsburg Monarchy—as most books do—fails to point the 
reader to the historical fact that the same Monarchy did not break down for 
almost 400 years. Its longevity may indicate that the problems dealt with in 
this book are of comparatively recent origin, and that their solution may be 
found not in a restoration of the Habsburg or any other dynasty, but in better 
co-ordination of some of the political units in that area. This seems corroborated 
by the observation that the ‘‘Danube Basin” became a German economic sphere 
only after 1918, although the new Republic certainly was not more imperialistic 
than the Kaiser’s before World War One. 

The author admits that the old Habsburg Monarchy ‘‘possessed the prerequi- 
sites for economic progress” but lacked a program aimed at ‘‘development of all 
its parts.”” He aptly points up the failure of the Big Powers after 1918 to prevent 
the rise of exaggerated economic nationalism by withholding economic guidance 
or co-operation on an equal footing. Lack of determination and definite planning 
on their side, substituting hollow phrases from the chanceleries and committee 
sessions for useful suggestions and realistic deeds, dug the grave for these small 
states: all Germany had to do was to line them up and throw them in, one by 
one—Austria, Czechoslovakia, Romania, Jugoslavia, Greece, Bulgaria, Hungary. 

The author also ably demonstrates the disadvantages and dangers of regi- 
mented foreign trade in a democratic country, which inevitably leads to totali- 
tarianism, and he concludes that totalitarianism in any country is detrimental 
to all; to tolerate it merely means endorsing a rain check for the next World War. 

The only positive suggestion as to future settlements of areal problems comes 
with the proposal to avoid the traditional customs union and attempt to organize 
“economic union”? among several states. Which of the states in the region 
should be united, the author did not choose to suggest although he, by force of 
his professional record, should be in a position to contribute concrete and well 
based opinions on this delicate question. 

The value of the book, in our opinion, is affected by two basic mistakes: 
first, the ‘“Danube Basin,” in spite of tradition, history, usage, and habitual 
forms of thinking, is not ‘‘a”’ or “one” region. The uniting power of river valleys 
was felt in earlier, primitive days, before railroads, highways, airplanes and other 
modern communications provided man with swift and precise means and methods 
of bridging distances and discrepancies. Today, there exists no Danube Basin, 
either geographically, or economically or politically. There is only a multi- 
colored conglomeration of highly different and deeply nationalistic states, none 
of which—with the exception of Czechoslovakia and Austria—can make a 
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decent living on its own resources in man andland. Any planning should begin 
at this point. 

The other mistake becomes apparent in the author’s inability to part from the 
familiar patterns of the economic or political status quo in that area He totally 
ignores the gigantic influence to be played there by a strong and determined 
Russia. The superficial treatment of potential regional reorganization, or the 
timid hint at the coming need for “international investment”—a hint which 
slightly smells of dollar imperalism European style—are only a few examples of 
the significance of this failure. 

Another weakness of the book is the author’s habit of establishing comparisons 
between the Danube Basin and non-comparable areas such as South America 
or Russia, concluding each of these paragraphs with the statement that there is 
no basis for comparison. 

The statistical material given in abundance is not well organized and the text 
jumps from cereals to investment policies or government subsidies in any or all 
of the seven states. In order to utilize effectively the large fund of information, 
a reorganization by countries, commodities, trade policies, international negotia- 
tions, and future possibilities of each country as well as the entire region would be 
necessary. 

Of course, we must realize that the time has not yet come to investigate the 
future of the central and southeastern countries in Europe. With Russia as 
the main factor in that part of the Old World, it is first necessary to learn about 
her plans; it is also essential to find out how far we are ready and able to establish 
just and equitable conditions of peace for all countries anywhere, before we speak 
about regional solutions. Whether we return to the status quo and its hideous 
system of power politics, or succeed in finding a new and better method of 
balancing and co-ordinating civilized nations after this war, will make a tremend- 
ous difference not only in the future of the ““Danube Basin,’’ but also in the de- 
velopment of the United States and the whole world. Constructive research 
rather than retrospective analysis will help us along this portentous path of 
unknown developments. 

University of North Carolina Joun H. Haas 











STATE REPORTS 
ALABAMA 


Economic activity in Alabama has continued for nearly a year at what may 
be called a war level. During the first two years of the defense and war period 
violent changes were witnessed in nearly all activities. In industries essential 
to the war effort these involved rapid plant conversions and expansions which 
led in general to a much higher level of industrial output. Other activities of 
less importance to war production declined perceptibly to a level in keeping with 
civilian requirements. Of course, many changes and adjustments are still being 
made, especially changes within the various economic categories, but these now 
appear rather slight in comparison with those of a year or more ago. 

In the field of industrial production, coal, coke, cotton and steel have changed 
relatively little during the past year, and electric energy seems to have become 
stabilized at a rather modest rate of increase in comparison with its tremendous 
growth during previous years. Cement and building construction, as might be 
expected, have been the greatest losers in the recent period. However, the fact 
that the index numbers for these two industrial groups remain approximately 
at normal gives evidence that plant conversion and new construction have by 
no means ceased. Many war industries after having completed their first con- 
tracts have been unable to get another contract for the manufacture of the same 
type of product and have thus had to rebuild a large portion of their plants. 
In other lines enlargements have become necessary to satisfy the shifting needs 
of the armed forces and their economic support. So far there is little evidence 
of preparation for reconversion to peace-time production, except for speculation, 
discussion and the preparation of plans. 

Perhaps the most critical factor in production in this state is the shortage of 
labor. According to a statement made by Governor Sparks, the industries of 
the state need 22,000 additional workers immediately to maintain operations at 
full capacity. State Employment Service placements, as computed by the 
Bureau of Business Research of the University of Alabama were 17,367 for the 
month of March. This figure represents an increase of 7.2 per cent above the 
previous month and 26.1 per cent above March of a year ago. In spite of this 
increase in placements, however, the total number on payrolls is slightly less 
than it was a year ago. Thus it seems that there is the anomalous situation of 
more and more placements and fewer and fewer workers. The answer lies, of 
course, in the high rate of separations brought about by such factors as large 
calls for men to the armed services, the return of workers to agriculture at the 
beginning of the crop year, and the many shifts in employment usually accom- 
panying workers who have entered industry only for the war period. That 
separations and resulting unemployment are not due to the closing down of 
industrial plants is revealed by an extremely low figure for Unemployment Com- 
pensation, New Benefit Claims, which for the month of March were only 718 
for the State, a figure 70 per cent below that of a year ago. 
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Nearly all other indexes of economic activity show a small but steady increase 
when current months are compared with the same months of a year ago. Using 
March figures, as published in the University of Alabama Business News, bank 
debits are up 2.3 per cent; savings and loan associations mortgage loans, 49.6 
per cent; gasoline sales, 4.2 per cent; life insurance sales, 10.4 per cent and retail 
sales, 11 per cent. There is evidence that in the civilian economy as a whole, 
things have become fairly well adjusted to war conditions. Much less diffi- 
culty is experienced with rationing and other government controls than was 
previously the case when neither the people nor the officials understood the 
proper methods of putting them into effect. Buying sprees are rather less in 
evidence as high taxes dig deeper into incomes and large wage increases are less 
common. Activities of a political nature seem destined for the leading role in 
the months to come. 

University of Alabama E. H. ANDERSON 


FLORIDA 


Florida farmers received an income of $300,000,000 from sales of crops and 
livestock in 1943, according to figures of the Bureau of Agricultural Economics. 
The 1943 figure exceeds by 50 per cent the preceding year’s record sum of 
$200,000,000 and is double the $150,000,000 farm income of 1941. The citrus 
crop, as usual, furnished nearly half the total—about $131,000,000. Vegetable 
crops brought $93,720,000 and livestock $48,008,000. In spite of the scarcity of 
labor, machinery and trucks, larger crops were produced which, with favorable 
prices, account for the record income. Laborers from the Bahamas were im- 
ported, as in preceding years, and prisoners of war were used in the latter part 
of the citrus harvest. 

Another of the state’s important ‘industries’ —the accommodation of winter 
visitors—also enjoyed a much better season than in the preceding year. By 
hook or crook and by train, bus and auto, thousands of northerners journeyed 
to the resort cities of southern Florida. There they liberally patronized the race 
tracks and provided an estimated $4,000,000 to the state’s treasury for old-age 
assistance and distribution to the counties. When the visitors who had motored 
south attempted to secure gasoline for the return trip, the local Florida rationing 
boards turned a deaf ear, on orders of OPA. Thereupon the railroads were 
burdened with record northbound traffic for several weeks. 

Non-agricultural activity in Florida continues at a high level, but it seems 
probable that the peak has been passed. Manufacturing employment in the 
state’s largest cities, after a continuous monthly gain from early in 1940 to 
December 1943, has shown a slight decline in the early months of 1944. The 
shipyards in the state are still busy carrying out their contracts, but construction 
contracts show a decided decrease. While no figures are available, it seems 
reasonable to believe that there has been a substantial reduction since April 1 
in the numbers of the various branches of the armed forces who are being trained 
in Florida. However, the most recent indexes (March, 1944) of dollar volume of 
business do not reflect a decline. Bank debits are 22 per cent greater than a 
year ago and department store sales are up 20 per cent. 
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State revenue from the several state taxes shows a marked improvement over 
a year ago. The sale of automobile license tags for 1944 produced $400,000, or 
54 per cent, more than in 1943. During the first quarter of the year, the gaso- 
line tax collections were greater by over a million dollars, or 25 per cent. The 
taxes on beer, wine and whiskey have been nearly $500,000, or 8 per cent, greater 
during the nine months of the fiscal year than they were in the preceding year. 

The largest and most surprising increase in revenues has come from the 
racing and the cigarette taxes. Up to February 19, when the racing season was 
still in full swing, the taxes on betting at dog and horse races had totalled 
$3,747,000. Last year the receipts from these taxes were negligible, for the 
Federal government’s ban on pleasure-driving forced Florida race tracks to 
close after operating for only a few days. Since the racing taxes had been 
expected to bring in $3,500,000 to be distributed to the counties and to the old- 
age assistance fund, the 1943 legislature levied a three-cent-per-pack tax on 
cigarettes. This became effective July 1 last, and was expected to produce the 
$3,500,000 formerly received from the racing taxes. However, during the first 
nine months the cigarette tax collections have been $4,500,000 or at a yearly 
rate of $6,000,000. As a consequence, payments for old-age assistance have been 
increased, and the governor has announced that he will call a special legislative 
session, after the run-off Democratic primary, to consider increased appropria- 
tions for the public schools. 

Florida’s war-expanded industrial and agricultural activities have been ex- 
tensively unionized. While there have been no serious strikes or physical con- 
flicts involving unions, there have been a number of unions and union officials 
who have been contesting the legality of certain laws enacted at the 1943 Legis- 
lative session. These laws and actions taken under their provisions have been 
described in State Reports on Florida in preceding issues. In a recent ruling, 
the Florida Supreme Court refused to take jurisdiction in a case appealed from a 
lower court, in which a union official was convicted of violating a law against 
recruiting labor for work outside the state without securing county and state 
licenses. An appeal in the same case to the circuit court is still pending. 

In its first test in circuit court, the validity of provisions of a 1943 statute 
requiring unions to make annual reports, and union business agents to secure 
state licenses, was upheld. The judge has not yet ruled, however, on the appli- 
cation of the Attorney-General for an injunction restraining the union and its 
business agent from operating until these provisions of the law have been com- 
plied with. Another test case, in which other provisions of the same law are 
attacked, is still pending in another circuit court. But according to a finding of 
the chief trial examiner of the NLRB in a recent controversy involving a Florida 
concern the failure of a business agent to secure a license under this statute is 
not a valid defense for any employer’s failure to deal with the agent’s union when 
the latter has been certified by the NLRB as bargaining agent for the employees. 

The discovery of oil in the Everglades continues to arouse great interest and 
speculation concerning its commercial importance and the possibilities of dis- 
coveries at other points in the state. Last October the Humble Oil Company 
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found oil at Sunniland at a depth of 11,613 feet. This first well is now producing 
about 40 barrels a day and to date has yielded about 10,000 barrels. A second 
well, located two miles from the first, produced a “showing of heavy black oil’’ 
at a depth of 11,635 feet in early May. The Humble Company is also sinking 
two more wells, 40 miles southeast and 50 miles northeast of the first wells. The 
company claims a $50,000 reward for the first commercial oil well in the state, 
but payment is being delayed until the Cabinet is satisfied as to the permanency 
of the oil flow. 

As a result of the success of the Humble Company, there has been much ac- 
tivity in the leasing of lands under which oil might be discovered. The State 
Cabinet has granted several one-year drilling leases on state-owned land, the 
largest being on about 168,000 acres of submerged lands along the Gulf coast. 
Numerous private leases have been reported on tracts of land ranging upward 
in size to a million acres. 

University of Florida Harwoop B. DoLBEARE 


KENTUCKY 


The regular legislative session in the first quarter of the year ended in a dead- 
lock over the budget and adjourned without the enactment of a budget measure. 
The Constitution provides that, under such circumstances, the budget for the 
previous biennium shall be in force. The promised increase in appropriations for 
the public schools, most of which was expected to accrue to the teachers, is the 
principal reason for the announcement of a special session to be called some time 
in May. To date (May 13) the call is being held in abeyance pending an agree- 
ment between Republican Governor and Democratic leaders who hold a working 
majority in the Senate. The Governor wants to limit the call to consideration of 
the school fund only. ‘The Democrats want a general budget session. Numer- 
ous petitions have been sent to the Governor to include half a dozen other sub- 
ject matters, among them being more adequate provision for tubercular patients, 
and liberalization of truck-load limits. 

In some respects the most significant legislation of the session was the creation 
of a separate liquor-control board and fish and game commission. The separa- 
tion of these two administrative agencies from the structure created by the com- 
prehensive reorganization act of 1936 bodes ill for responsible government if the 
movement toward separation makes headway. The period for receiving bene- 
fits under the Unemployment Compensation Law was increased from sixteen 
to twenty weeks. Another measure provided that no state officer or agency shall 
employ or be represented by an attorney other than the Attorney General. 
This act, together with the cancellation of a contract with a private law firm for 
back-tax collection, brings to a close a long and bitter controversy over the 
employment upon a percentage basis of such counsel to collect delinquent taxes. 
The head of the firm claims to have brought $2,800,000 to the State’s coffers. 

It cannot be denied that some of the prosecutions have effected admitted tax 
liabilities that will bring in many thousands of dollars of revenue in future years. 
It remains to be seen if the Attorney General’s office force, understaffed, politi- 
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cally appointed, and subject to the $5,000 salary limitation, can equal the initia- 
tive and vigor of private legal talent. 
University of Kentucky RopMAN SULLIVAN 


LOUISIANA 


The Bureau of Business Research of Louisiana State University published in 
February a third annual revision of a bulletin on ‘“The Income Tax under Federal 
and Louisiana Laws,” by Dr. E. A. Saliers, Professor of Accounting and Head of 
the Accounting Department in the College of Commerce. Like its predecessors, 
this bulletin is designed to assist taxpayers by giving them a brief, but clear pic- 
ture of the current state and Federal income tax laws, rather than a detailed set 
of instructions for making out income tax returns. 

Revisions in the present bulletin are not extensive, because there have been 
relatively few changes in the amended Federal law and none at all in the Louis- 
iana law. Examples of the preparation of separate returns for husband and wife 
permitted in Louisiana and eight other community property states are given in 
the text. 


* *+ * *€ * 


Business activity in Louisiana during 1943 was substantially greater than in 
1942, although the rate of advance was not as great as it was in 1941 and 1942. 
After lagging in the first two months of 1943, business activity shot up rapidly 
in March and April and again in July. During the last five months of the year 
the movement was irregular but generally downward. Each successive gain in 
the index of Louisiana business activity prepared by the Bureau of Business 
Research of Louisiana State University failed to come up to its previous peak 
and each loss was greater than the one that preceded it. Fluctuations in the 
state index, however, were confined to a range of 5 per cent. The rise in Louis- 
iana activity occasioned by the war appears to have been definitely checked in 
the closing months of 1943 at a level approximately 100 per cent above the pre- 
war (1937-39) average. 

Among the major business indicators, industrial payrolls lead with an increase 
of 15.1 per cent for the year. The seasonally adjusted indexes of bank debits 
and department stores followed with gains of 14.6 per cent and 14.1 per cent, re- 
spectively. Freight carloadings brought up the rear with a slight (2.4 per cent) 
advance after seasonal adjustment. The only lines of retail trade to show de- 
creases in sales for 1943 as compared with 1942 were furniture and hardware, 
with dollar sales declines of 4.7 per cent and 7.2 per cent, respectively. With 
the exception of wholesale hardware, the wholesalers of the state enjoyed 20 to 
30 per cent more business in 1943 than 1942. Although the production of crude 
petroleum, which is the basis for much of the state’s industry, rose only 5.8 per 
cent for the year, manufacturers’ sales climbed 17.7 per cent, almost equaling 
the record gain of 18 per cent registered in 1942. Electric power production 
also went up 18 per cent during 1943. Indicative of increased saving were the 
twelve-month increases of 15.8 per cent in bank deposits and of 17 per cent in 
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life insurance sales. From January to December, 1943, approximately $150,- 
000,000 of series E War Bonds were also sold in the state. 


* * *£+ * * 


The Bureau of Business Research of Louisiana State University has recently 
released the results of a survey on postwar credit control in Baton Rouge con- 
ducted by Mr. Robert D. Henderson, instructor in business administration at the 
University. This survey is one of a number being sponsored by the National 
Retail Credit Association all over the country to secure the opinion of credit 
grantors with reference to the continuance or abolishment of government credit 
control, as applied through Regulation W, after the war..Baton Rouge credit 
men, representing every important type of retail businéss, were almost equally 
divided on the continuance of the present regulation. An overwhelming ma- 
jority of those who wished to see Regulation W discontinued in the postwar 
period, however, favored a co-operative type of credit control on a community 
basis. About three quarters of the credit men contacted in the survey wanted 
postwar control of some kind over both regular charge accounts and instalment 
sales. 


* * * * * 


Business activity in Louisiana during the first quarter of 1944 continued to ex- 
hibit considerable irregularity, but the slight downward movement which began 
in July 1943, appeared to have been checked. The state activity index eased 
off somewhat in January, shot up to an all-time high in February, and then drop- 
ped back approximately to its January level during the month of March. It is 
significant that the twelve-month gains in Louisiana business have gradually 
become smaller, as the peak of national wartime production has been reached 
and passed. In March 1943, the twelve-month advance in Louisiana business 
activity was 30 per cent. By July it had dropped to 13 per cent. In January of 
this year it had been whittled to 9 per cent, while in March it fell to less than 
6 per cent. 

A study of specific state business indicators for the first quarter of this year 
reveals smaller gains over 1943 than were recorded in the first quarter of 1943 
over 1942. Furthermore, decreases were generally greater. 

The 29 per cent increase in life insurance sales was the greatest gain registered 
for the first three-month period of 1943. Other. important gains included 
newspaper advertising linage (26.4 per cent); petroleum manufacturing sales 
(25.6 per cent); the value of building permits (24.8 per cent); and bank deposits 
(17.6 per cent). The only sizable declines were in southern pine production 
(20.5 per cent) and furniture sales (7.5 per cent). 


* * * * * 


Startling differences in the behavior of retail food costs in Louisiana cities since 
Pearl Harbor are revealed in a comparison of price data for Baton Rouge and 
New Orleans. From December 1941 to March 1944, retail food costs rose 18.9 
per cent in New Orleans and 37.3 in Baton Rouge. Most of this disparity de- 


e% 24> 


96.238 





100 STATE REPORTS 


veloped in 1942, when Baton Rouge food prices went up 28.2 per cent, while New 
Orleans prices advanced 14.3 per cent. During 1943 the difference was smaller, 
New Orleans food prices rising 5 per cent and Baton Rouge prices going up 10.5 
per cent. In the first quarter of 1944 both cities showed price declines, the de- 
crease in Baton Rouge being 3.1 per cent, as compared with a 1 per cent decline 
in New Orleans. The movement of retail food prices in the two cities during the 
first three months of 1944 contrasted sharply with changes in the first quarters of 
1942 and 1943. In 1942 the January—March increase in New Orleans food costs 
was 8 per cent, and in Baton Rouge food costs 15.1 per cent. Last year between 
the same two months, food prices in New Orleans increased 8 8 per cent, while 
food prices in Baton Rouge rose 10.9 per cent. 
Louisiana State University Rosert W. FRENCH 


MISSISSIPPI 


General business data as received by the Bureaus of Business Research at the 
University of Mississippi and Mississippi State College tend to indicate that a 
leveling off period has been reached in this state. The business activity figure 
compiled by the University Bureau for February 1944 is 188 compared with 168 
for February 1943. In September 1943 the index figure reached an all-time high 
of 195 but fell in October to 174. In November the figure rose to 188 and has 
been steady with only minor variations since that time. 

The timber severance tax figures show that 1944 is running slightly behind 
1943 and considerably below 1942. There is no practical difference between the 
January figures for this year and last year. February and March of this year 
were below last year but the 1944 April figure was slightly better than the same 
figure for 1943. 

Except for seasonal drops, life insurance sales have shown constant improve- 
ment since February 1943 when the low index figure of 80 was reached. The 
February figure of this year was 136 with a further increase in March to 154. 

Electric power production, though decreasing in January and February of this 
year from previous levels, still remains well above the figures for the same 
months of last year. Petroleum production fell rapidly during the latter part of 
1942 and the first part of 1943 but in recent months the decrease has been much 
less rapid. Production of petroleum in Mississippi during January of this year 
was 24 per cent below the figure for 1943 but only slightly more than 3 per cent 
below the preceding month of December. 

Employment placements were down about 18 per cent in March of this year 
as compared to last year, and compensable claims were down 64 per cent from a 
year ago. There is a general labor shortage throughout the state and the situa- 
tion is particularly acute in Pascagoula. 

* * * * * 


The Summer School of the University of Mississippi is looking forward to what 
will probably be the largest enrollment in its history. The School of Commerce 
expects to get its normal share of the new students. During the past year enroll- 
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ment in the secretarial training division was up 60.6 per cent over the previous 
year. It is expected that this trend will continue and it is hoped that the other 
divisions of the School of Commerce will benefit from the increased general stu- 
dent body. This should come about because of the sharp increase in the number 
of male students which should-occur because of returning service men and 
increased numbers of younger students. 


University of Mississippi Francis §. Scorr 


NORTH CAROLINA 


Seasonally adjusted indexes of business activity in North Carolina during the 
first quarter of 1944 indicate a relatively high level of activity. There was very 
little change in total activity during this quarter, but minor changes occurred in 
some of the individual indexes. Bank debits leveled off in January and February 
and there was a slight decline for March. Wholesale trade declined slightly but 
was well above that of the corresponding period of 1943. Retail trade held up 
very well with increases in all three months, and with a rise of about 15 per 
cent over the same period of 1943. Construction has reached a very low level 
and is still tending to decline. Cotton consumption is at a high level and has a 
slight rising tendency, but is slightly below the level for the first quarter of 1943. 
North Carolina has participated substantially in the shipbuilding program of the 
war. Ship-building has accounted to a marked degree for the increase in indus- 
trial employment in the past few years. The production of ships, however, 
slowed down during the first quarter of 1944 largely because of the switch from 
Liberty ships to Victory ships which take more man hours of labor to produce. 


. 3s 6 


At the time of the printing of the last issue of the Journal final results for the 
1943 cash farm income were not available. But the State Department of Agri- 
culture has released the data at this time which indicate that total cash farm in- 
come for North Carolina for 1943 was $503,912,000. This is gross rather than 
net income. It includes income from crops, from livestock and livestock prod- 
ucts, and government payments for soil-building work. North Carolina was 
exceeded only by Texas and California in the value of crops marketed, but ranked 
thirteenth in the country if the other two items are included. The largest 
single item of farm income was that of tobacco. In 1943 the North Carolina 
farmers produced 524,975,305 pounds, which sold for an average of $40.69 per 
hundred pounds and brought $213,625,332. This was 70 per cent of the nation’s 
output. They produced 7,421,312 pounds of burley tobacco which sold for an 
average of $40.03 per hundred pounds and brought $2,970,751.19. This was 
only 2 per cent of the nation’s production. 

The Crop Reporting division of the State Department of Agriculture has 
published an estimate of the agricultural prospects for 1944 based on a survey of 
planting intentions, and as a comparison with the goals set by the State War 
Board. The larger items are reproduced below. “Corn: prospects, 2,382,000 
acres; goal, 2,380,000 acres; 1943 acreage 2,335,000; wheat: prospects, 
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601,000 acres; goal 550,000 acres; 1943 acreage, 523,000; peanuts: prospects, 
332,000 acres; goal, 348,000 acres; 1943 acreage, 325,000; hay: prospects, 
1,382,000 acres; goal, 1,420,000 acres; 1943 acreage, 1,355,000; Irish potatoes: 
prospects, 104,000 acres: goal, 95,000 acres; 1943 acreage, 109,000; sweet 
potatoes: prospects, 88,000 acres; goal, 105,000 acres; 1943 acreage, 80,000; 
flue-cured tobacco: prospects, 683,000 acres; goal, 722,000 acres; 1943 acreage, 
580,000; burley tobacco: prospects, 10,000; goal, 13,000 acres; 1943 acreage, 
7,000; soy-beans for beans: prospects, 446,000 acres; goal, 400,000 acres; 1943 
acreage 257,000.” 


* *+ * * * 


Industrial production in North Carolina seemed to have reached its peak during 
the latter part of 1943 and showed a declining tendency during the first quarter 
of 1944. Merchant ship-building declined slightly due largely to causes already 
mentioned. Cotton consumption indexes which indicate the rate of production 
in the cotton textile industry decreased during both January and February but 
increased in March. The production for the period was slightly below that for 
the same period of 1943. Rayon production, as indicated by total employment 
in a sample of 19 companies, fell off about 5 per cent during the period. Tobacco 
manufacturing decreased in January and February but regained some of the loss 
in March. For the period as a whole production was less than for the same period 
of 1943. Figures for March are not available at this time but for January and 
February construction contract awards declined appreciably. 


* * * * * 


The State Department of Labor reports covering more than 1,078 manufac- 
turing companies and over 700 non-manufacturing companies (not the same 
number each month) indicate that total employment decreased each month of 
the first quarter of 1944. In January payrolls, average weekly earnings and 
average hours per week decreased. However, average hourly earnings increased 
during each of the three months, and total payrolls, average weekly earnings and 
average hours per week increased during February and March. Hourly wages 
in manufacturing industries varied from 46.9 cents to 100.1 cents with an 
average of 66.7 cents. Wages in non-manufacturing varied from 27.6 cents per 
hour to 80.5 cents with an average of 50.7 cents. Average hourly wage for all 
industries was 65.9 cents. These represent the March levels only. The number 
and percentage of women workers to total workers in manufacturing continued 
to increase during the period. In March the figures were for the coast 23.7 
per cent, for the piedmont 46.9 per cent, and for the mountain sections 38.3 
per cent, with an average of 42.5 per cent for all manufacturing companies sur- 
veyed. The number of children under 18 employed in the State dropped from 
4,517 in December to 3,081 in January, but increased to 3,305 in February and 
to 3,865 in March. This does not indicate the total number working at a given 
time. It is only the number of certificates issued during the month. 


* * * * * 


The State Department of Revenue reports the following collections during the 
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first quarter of 1944 as compared with those for the same period of 1943, and the 
totals for the first 9 months of the fiscal years 1944-43 and 1943-42: 











Ca — TIE on ocvccnkevesvcesvccccetovben 1944 1943 Increase 
Revenue Division..................-$38,475,341.85 $34, 871,954.23 $3 ,603 , 387 .62 
Gasoline Division................... 5,183,754.06 4,792, 266.75 391 , 487.31 

, (ti | $39 , 664,220.98 $3 994,874.93 
Department of Motor Vehicles......$ 5,326,599.16 $ 5,755,555.30 $ 428,956.14* 
Total Tevenes. ... -: 5. kee $48 , 985 ,695 .07 $45,419 , 776.28 $3 ,565,918.79 

Collections for the first 9 months of the Fiscal Year: 

Revenue Division...................$64,025, 117.92 $58 , 807 ,890 .40 $5,217 , 227.52 
Gasoline Division................... 17,017,857.98 16,987 , 491 .87 30,366.11 

CO ee $75,795 , 382.27 $5 , 247 ,593 .63 
Division of Motor Vehicles......... $10,043 ,969 .97 $ 9,480,460.89 $ 563,509.08 














i er ee $91 ,086 , 945.87 
* Decrease. 


$85,275,843.16 $5,811,102.71 


North Carolina State College 


University of North Carolina T. W. Woop 


SOUTH CAROLINA 


The unprecedented high level of manufacturing and industrial activity reached 
in 1943 in South Carolina is apparently being fairly well sustained in 1944, 
although there have been some declines. Debits to individual accounts of mem- 
ber banks were about 5 per cent larger in February 1944 than in February 1943. 
The labor situation is more acute and the lack of experienced labor is being re- 
flected in less manufacture of textile products and high farm wages. About 5 
per cent less cotton was consumed by South Carolina mills during the first quarter 
of 1944 than during the first quarter of 1943. Farm wages have reached a new 
high. The average farm wage rate per day, without board, April 1, 1944, was 
$1.80 as compared with $1.40 a year earlier, and $0.80 April 1, 1939. 

The amount of money in the hands of the public continues to grow. Total 
money in bank deposits, war bonds, and cash makes for a purchasing power 
much in excess of that of any previous period. Demand deposits of individuals 
and corporations in South Carolina national banks and state banks and deposi- 
tories April 13, 1944, totalled about $258,000,000 as compared with $110,000,000 
April 4, 1941, and $76,000,000 March 31, 1939. Time deposits also increased 
substantially. Approximately $215,000,000 of E., F., and G., bonds and longer 
term bonds bearing 2 per cent, 2} per cent, and 2} per cent interest have been 
sold during the past three years. The amount of cash on hand is not known, but 
is believed to be much larger than before the war. If inflation can be prevented, 
South Carolina will be in a position to make some real progress in the postwar 
period. 

Income of South Carolina farmers in 1943 was the highest since the last war. 
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Cash income from farm marketings and government payments is estimated to 
have totalled $205,000,000 for the calendar year 1943 as compared with $172,- 
000,000 in 1942, and $109,000,000 in 1941. If government benefit payments are 
excluded, the totals are as follows: $195,000,000 in 1943, $162,000,000 in 1942, 
and $94,000,000 in 1941. The 1925-29 average cash farm income was $131,- 
000,000. Cotton, although not accounting for as large a percentage of the total 
cash farm income as in former years, is still the most important source. South 
Carolina farmers received $86,000,000 from the sale of cotton and cottonseed in 
1943. The next most important crop is tobacco. It accounted for $37,000,000 
in 1943. Of the $205,000,000 received by farmers in 1943, $156,000,000 was 
from crops, $39,000,000 from livestock and products, and $10,000,000 from 
government benefit payments. 

Higher incomes on the part of farmers and people working in defense plants 
and industrial or commercial establishments are being reflected in higher farm 
real estate values. Small farms well located are sought by city workers and are 
in strong demand. Medium to large-size farms are sought for farming purposes 
but would be in greater demand if labor could be more readily obtained. The 
per-acre value of farm real estate in South Carolina increased 21 per cent during 
the past 12 months and on March 1, 1944 was 136 per cent of the 1912-14 aver- 
age, according to the Bureau of Agricultural Economics. It was 53 per cent 
higher than on March 1, 1940 and 65 per cent higher than the 1935-39 average. 
The value of farm real estate rose only 21 per cent in the state during the first 
four years of World War I, or from 1914 to 1918. From 1918 to 1920, it rose 
very rapidly, the index rising from 122 March 1, 1918 to 230 March 1, 1920. 
The next two years, however, witnessed a decline of about equal magnitude. By 
March 1, 1922, the per-acre value had fallen to 126 per cent of the 1912-14 
average. In 1933 a low of 57 per cent of the base period was reached. It is 
hoped that land values will not rise to as high levels following this war as those 
reached in 1920. Debts contracted at high levels become difficult, if not impos- 
sible to pay when farm commodity prices decline. 

Appropriations by the South Carolina State Legislature for the fiscal year 
1944-45 total $20,523,792.80. This compares with $17,712,372.09 appropriated 
for the fiscal year 1943-44. Funds for the operation of public schools have been 
increased substantially. Appropriations for the office of State Superintendent 
of Education amount to $9,401,004.73, or about 40 per cent more than the 
$6,718,675.95 appropriated for the fiscal year ending June 30, 1944. Appropri- 
ations for higher education, however, were reduced. The University of South 
Carolina, The Citadel, Clemson College, and Winthrop College will receive less 
state aid during the fiscal year 1944-45 than in 1943-44. 

Farm Credit Administration of Columbia, S. C. GLENN R. SmitH 


VIRGINIA 


The 1944 biennial session of the Virginia General Assembly was generally 
considered to be one of the most constructive in recent years. Subjects of keen- 
est public interest were educational improvements and voting arrangements for 
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persons in the armed services, but other important measures affected protective 
labor legislation, the regulatory functions of various state administrative agencies, 
the operation of the Alcoholic Beverage Control Board, and the state’s financial 
position. 

Among the educational developments were an increase in the State allocation 
for public school teachers, the expansion of the vocational education program, the 
appropriation of most of the existing treasury surplus for postwar construction 
at various state colleges and institutions, the reorganization of university and 
college boards to permit the appointment of women, and the merger of Mary 
Washington College with the University of Virginia and of Radford State 
Teachers’ College with Virginia Polytechnic Institute. Incidentally the name 
of the Virginia Agricultural and Mechanical College and Polytechnic Institute 
was Officially changed to Virginia Polytechnic Institute, by which it has long been 
popularly known. 

Legislation affecting social insurance and labor conditions broadened the 
workmen’s compensation law to include, for the first time, specified occupational 
diseases as compensable disabilities, increased from 48 hours to 52 hours per week 
the maximum allowable for women in essential war industries, and authorized 
the emergency employment of convicts as farm labor. An act also requires 
operators of motor vehicles to establish financial responsibility in one of several 
alternative ways. 

Stimulated by a report of the Virginia Advisory Legislative Council, the 
Assembly required the reorganization of state boards that regulate various 
trades, vocations, and professions, in order to prevent monopolistic practices and 
also to limit the service of members to two successive terms, not to exceed a total 
of ten years. A commission was created to approve and publish the rules and 
regulations of these regulatory boards having the force of law. Legislation was 
enacted to enlarge the powers of the State Corporation Commission to regulate 
air traffic and to control the development of air transportation after the war. 

The Alcoholic Beverage Control Board, whose revenues amounted to $26.6 
million for the first ten months of the 1943-44 fiscal year as compared with 
$36.9 million for the similar preceding period, was authorized to acquire stock 
in distilling companies in order to be able to purchase liquor supplies. The 
Board subsequently invested over $3 million in common stock of the American 
Distilling Company and was enabled to purchase 500,000 cases of its whisky. 
Some criticisms of earlier actions of the Board resulted in a resolution providing 
for an investigation of the Board’s operations by a House committee. The 
appropriations act contained a provision to divert to the localities an additional 
$1.6 million of the State’s share of ABC profits, with a suggestion that the money 
be used to increase salaries of public school teachers. 

The budget submitted by the Governor was increased slightly to approximately 
$236 million for the two-year period. The only tax change was an increase in the 
tax on wines from 15 cents to 50 cents a gallon, with two thirds of the revenue to 
be distributed to localities for educational purposes. An interesting resolution 
was adopted opposing the diversion of State Highway Department funds to pur- 
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poses other than the construction and maintenance of highways. Several 
sales tax proposals were introduced in the Assembly, but Governor Darden op- 
posed the enactment of any tax without submitting to the people in a referendum 
the question of inaugurating such a tax policy. Asa result a joint resolution was 
adopted that referred the matter to a legislative commission for study and a 
report by October 1944. The sales tax commission has since been appointed, 
and Professor T. R. Snavely of the University of Virginia was elected chairman. 

Among many miscellaneous measures enacted were the repeal of the statute 
which formerly allowed localities to exempt certain manufacturing concerns 
from taxation, the authorization of banks and trust companies to combine trust 
funds for investment, the appropriation of $5500 a year to promote the beef 
cattle industry in Virginia, and the strengthening of the regulatory provisions 
of the small loan law and raising the rate from 2 to 2} per cent on unpaid monthly 
balances. 

University of Richmond GrorcE M. Mop.in 























PERSONNEL NOTES 
PERSONNEL NOTES 


Robert W. Bradbury, professor of business administration on leave from Louis- 
iana State University as senior economic analyst at the United States Embassy 
in Panama, served as visiting professor at the National University of Panama for 
the scholastic year 1943-44. He is now back with the State Department in 
Washington, D. C. 


* * * * * 


Mrs. Elizabeth Donovan, assistant professor of economics at Southwestern 
Louisiana Institute, has resumed her teaching duties following a leave of absence 
to continue her doctoral studies at the University of North Carolina. 

* * * * * 

Robert L. Fuller, assistant professor of business at Louisiana Polytechnic 
Institute, has been granted a leave of absence to do special work with the 
Standard Oil Company of California. 

* * * * * 

R. Norvall Garrett, associate professor of business administration and head 
of the department at Southeastern Louisiana College, has resumed his teaching 
and administrative duties following a leave of absence for advanced study at 
Indiana University. 

*x* * * * * 

Margaret Polly Lou Hicks has been appointed instructor in accounting at 
Southwestern Louisiana Institute. 

* * * * * 

Roy E. Hyde, professor of social science and head of the department at South- 
eastern Louisiana College, has been granted an extension of his leave of absence 
to serve as visiting professor of sociology at Louisiana State University. 


* * * * * 
Mary McKinnon, instructor in secretarial science at Louisiana State Uni- 


versity, has resigned to accept an appointment as assistant professor of account- 
ing at Southwestern Louisiana Institute. 


* * * * * 
L. M. O’Quinn, assistant professor of economics at Louisiana Polytechnic 


Institute, has resumed his teaching duties following a leave of absence for ad- 
vanced study at the University of Texas. 


” * * k +. 
Wilbur Perkins has returned to the Northeast Junior College of Louisiana 
State University as instructor in accounting from a position in the Dallas office 
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of the United States Department of Labor. He will also serve as head of the 
department in the absence of James T. Johnson on military leave. 


* *+ * *£ * 


Corydon P. Spruill, professor of economics and dean of the General College at 
the University of North Carolina, now on leave with the Quartermaster Corps, 
has recently been promoted to lieutenant colonel. 


* *+ * * * 


Dean J. B. Trant, of the College of Commerce of Louisiana State University, 
is serving as a member of the general Economic Development Committee of 
Louisiana and as chairman of its subcommittee on education. 


* * * £ * 


Rex S. Winslow, professor of economics at the University of North Carolina 
has been granted leave to work with the War Production Board in Washington. 


* *+ * *€ * 


The following personnel of Louisiana institutions are now serving in the armed 
forces: 

H. N. Broom, assistant professor of economics at Southwestern Louisiana 
Institute; 

Paul Kohler, instructor in accounting at Louisiana State University; 

James T. Johnson, assistant professor of accounting at Northeast Junior Col- 
lege, Louisiana State University; 

Harold J. Smolinski, assistant professor of accounting at Louisiana Polytechnic 


Institute; 

Ralph Thompson, instructor of business administration at Louisiana State 
University ; 

George H. Zeiss, instructor in business administration at Louisiana State 
University ; 


Paul D. Zoot, instructor in economics at Louisiana State University. 
* * * * * 


The following have been added to the instructional staff of Louisiana State 
University: 

Robert D. Henderson, formerly instructor at the University of Kansas; 

Mrs. Emma McCraray, formerly head of the secretarial department of San 
Antonio Junior College; 

Clarence F. Smith, formerly instructor at the University of Iowa; 

Dean A. Worcester, formerly instructor in economics at the University of 
Minnesota; 

W. Maurice Young, formerly instructor at Texas College of Arts and Indus- 
tries. 

* * * * 
Professor Calvin B. Hoover and Associate Professor Richard A. Lester, both 


of Duke University, have been working on reports for the Committee for 
Economic Development. 
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Assistant Professor E. C. Landon, who has been on leave with the Board of 
Investigation and Research in Washington, D. C., will resume his teach- 
ing duties at Duke University this summer. 


* * * * * 


Professor Joseph J. Spengler of Duke University and Mrs. Dorothy T. 
Spengler were awarded a thousand-dollar prize in the Pabst Post-War 
Employment national essay contest. 


NOTE TO SUBSCRIBERS 


The Editors and Publishers deeply regret that pressure in- 
cidental to important government printing has caused the 
delay in recent issues of the Journal. 


Every effort will be made to return to schedule as soon as 
possible. 
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